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PREFACE 


Prior to World War I the United States was one of the world’s 
great debtor countries, just beginning to be a substantial exporter of 
capital. The two world wars which have intervened since then 
have made this country a net creditor on private account — that is 
quite apart from government financing. Of vastly greater impor- 
tance is the fact that the United States has become the only signifi- 
cant source of new capital for international development. The 
former great lending countries— Great Britain, France, Germany, 
and the Netherlands — are now in a position where foreign borrow- 
ing is required. 

In short, the United States has been catapulted by two great wars 
into a position where she is expected to play the traditional role of 
a creditor country, and on a vast scale. There is a striking contrast 
between the creditor position of the United States today and that 
of Great Britain in the late nineteenth century. The latter became 
a great creditor country by gradual processes which involved the 
export of capital goods over a long period of years and an accom- 
panying domestic economic readjustment which required large im- 
ports of foodstuffs and raw materials. In effect, interest on the 
accumulated foreign investments was received in the form of these 
imports. On the other hand, the fortuitous events responsible for 
the great expansion of American exports did not produce any ap- 
preciable readjustment In the domestic economy. This country has 
not become dependent upon an increasing volume of imports of 
foodstuffs and raw materials, and we do not therefore get paid 
interest and dividends in the traditional way. Our economic or- 
ganization is still such as to produce, normally and naturally, a large 
export surplus. 

Moreover, the countries which now look to the United States 
for additional capital are beset with difficulties resulting from the 
dissipation of assets and the disorganization of economic life during 
the two wars. Capital is required, first and foremost, to get these 
countries back on their feet — back somewhere near their former 
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positions. In the main, loans for such purposes do not provide new 
wealth-producing facilities as did the loans formerly made by 
European investors for the expansion of the United States and other 
countries. The situation, however, differs considerably when one 
turns from Europe to Latin America and other less developed parts 
of the world. 

International investment today is also severely hampered by gen- 
eral political and economic instability and by the nationalistic 
policies of borrowing countries. Economic and political instability 
are responsible in no small measure for national policies designed 
to protect the exchanges, safeguard industries, etc.; and in turn 
these developments often contribute to further economic and politi- 
cal instability. There has also been a striving for industrial expan- 
sion and economic independence which is rooted in part in other 
than military considerations. The promotion of this end has in- 
volved general commercial policies, exchange controls, export and 
import restrictions, discriminatory taxation, and even expropriation 
of the property of foreigners. 

It is in this setting that the United States is expected to play 
the role of world salvager and world builder. It is with the 
problems here involved that this book deals. 

The author of this book, Dr. Cleona Lewis, has played a promi- 
nent part in the writing of the Institution’s long series of studies in 
the field of international debts and investments beginning in the 
early nineteen twenties. This volume is in the nature of a sequel to 
her standard work, America’s Stake in International Imesments, 
published in 1938. The present volume not only brings the relevant 
statistical information up to date, but shows the types of foreign 
investments that are most feasible under present conditions and 
discusses constructively the policies required if the United States is 
to aid substantially in the rehabilitation and upbuilding of the 
world economy, 

Harold G. Moulton 
President 
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INTRODUCTION 


When privately owned capital is invested abroad, it is expected 
to serve a double purpose. The receiving country looks forward to 
future benefits for some or all of its people. These benefits will 
result from the expansion of productive plant and equipment or 
the better utilization of some of the country’s various resources, 
including its population resources. In countries operating under 
responsible governments this is, and should be, a guiding principle 
in the negotiation of loan contracts and concession agreements. The 
private investor who furnishes the funds that are loaned abroad or 
used in developing a business enterprise located in a foreign coun- 
try, looks at the other face of the coin. He is motivated by the 
expectation of future rewards in the form of interest, dividends, or 
business profits. 

History furnishes many examples of so-called foreign invest- 
ments that have not met both of these tests. Some have not yielded 
benefits to the receiving country. An extreme case was the wild- 
rubber industry that flourished for a time in the Belgian Congo 
under Belgian control. This brought death and destruction to the 
natives of the Congo while yielding huge returns to Belgian in- 
vestors, particularly to the ruling family of Belgium. It is an open 
questibn, however, whether ventures of this kind should be classed 
as Investments or as “freebooting” projects. The records also show 
many “investments” that ended in losses, not gains, for the investor 
— or speculator. This is true of interest-bearing loans as well as 
direct investments. For example, many European loans to American 
states for internal development in the early nineteenth century were 
defaulted. Other examples could be given of “investments” that 
failed to meet these tests. But the fact remains that it would be 
difficult to find, any case where a private investment project was' 
launched with no expectation of a return on the investment — in 
the form of interest, dividends, or profits. 

Even the “loans” made by the United States government dur- 
ing World War I and the reconstruction period that followed were 
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expected to yield an agreed rate of interest and to be fully amor- 
tized within a certain period. In the minds of many of the Ameri- 
can officials concerned, these loans had all the earmarks of bona -fide 
investments. Funds were turned over to the borrowers. Repayment 
with interest was specifically called for by the terms of the loan 
contracts. It was expected that receipts of principal and interest 
from Europe would reimburse the United States government for 
the various costs it incurred in connection with the loans. This 
included the cost of obtaining the funds from the American people 
(through the sale of bonds in the Liberty Loan and Victory Loan 
campaigns) as well as annual interest charges and loan repayment. 

Beneficial results for both the receiving country and the investor 
may sometimes be gained through the smile of Lady Luck, but in 
the main they flow only from wise investment, that is from a 
careful and well-informed study of a proposed project in all its 
phases. Loans for nonproductive projects, and loans that incur an 
obligation beyond the borrower’s capacity to pay, will prove dis- 
appointing to both the receiving country and the lender, and also 
engender ill will between nations. Business enterprises developed 
abroad on the basis of faulty information and planning may also 
give rise to international difficulties, although this is less likely to 
occur Unless failure is attributable to unfair dealing. Honest mis- 
takes in judgment are likely to be soon forgiven, and even for- 
gotten, by all parties concerned. 

The people of the United States habitually have invested some 
of their savings abroad from colonial days down to the present 
time. For many decades this outflow of capital was very small 
indeed when compared with the reverse flow of foreign capital that 
was used in developing the resources and industries of the United 
States. Even at the close of the nineteenth century, when there was 
clear evidence that the tide was turning, so far as new investment 
was concerned, foreign-owned investments in the United States 
were about five times as great as American Investments abroad. In 
1914, when wartime liquidation of foreign holdings was just be- 
ginning, the ratio was still two to one. 

During World War I American industry astonished the world 
by its tremendous output of goods, and by the size of the war loans 



INTRODUCTION 


it furnished the allies. Experience of later years showed that, in 
many cases, gifts, not loans, would have better suited the situation 
existing during and immediately after the war. What was required 
was a pooling of resources for the purpose of winning the war and 
bridging the first difficult months of the postwar period. These 
lessons were learned too late to prevent the aftermath of bad 
feeling that usually attends an investment gone stale. But the 
understanding thus acquired was translated into action during 
World War II, and the pooling of resources by the United Na- 
tions to meet wartime requirements was carried forward under lend- 
lease and reverse lend-lease agreements. 

Government lending practically came to an end in 1919, but 
the gap was filled by loans floated in the capital markets of the 
United States. In 1919 and 1920 long-term loans were issued that 
in the main served to refund the short-term loans that had been 
negotiated before the United States entered the war. Thereafter 
capital continued to be furnished to foreign borrowers through 
regular market channels until the outpouring of American funds 
came to an end in the depression of the 1930’s, and the value of 
American-held foreign bonds turned down sharply. Meantime 
there had been a very considerable increase in American-owned 
mines, plantations, oil properties, factories, and other business 
enterprises located in foreign countries. 

During World War II the aid that the United States furnished 
its allies under lend-lease agreements was many times as great as 
in the first world war. But by far the greater part of this huge 
amount has been canceled by the settlement agreements arranged 
with the various recipient governments, thereby clearing the books 
of what might otherwise have been very troublesome repayment 
obligations. It was hoped and expected, therefore, that with the 
aid of some additional government contributions and loans for 
relief purposes, and under the leadership of the World Bank and 
Fund, responsibility for financing reconstruction and development 
projects could again be left to private initiative. However, unsettled 
political conditions in Europe and the serious lag in economic re- 
covery have appeared to necessitate continuance of government aid 
to Europe, both on a gift and loan basis. 
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At present there are many obstacles that hinder privately owned 
American capital from participating in the development of the 
natural resources of some areas. So long as funds may be secured 
from the United States government on a ^ft basis or easy loan 
terms, little foreign demand is likely to develop for the capital 
that otherwise might be furnished by private investors. Moreover, 
many underdeveloped countries have adopted nationalistic and 
discriminatory legislation that greatly increases the risks involved 
in foreign investment. 

The present investigation considers the outlook for future Amer- 
ican investments abroad in terms of the various factors that will 
affect the amount, and the geographic and industrial distribution of 
such investments. Many of the factors that are likely to encourage 
or discourage the foreign investment of American funds will have 
similar effects on prospective foreign investors in other countries. 
Therefore, while the analysis is focused on questions affecting 
American capital, the discussion has much wider application. 

The study divides into three parts, with four chapters in each. 
Part I deals with America’s capacity to make foreign investments. 
It also furnishes rough estimates of the present international finan- 
cial position of other countries. Part II discusses future investment 
opportunities in terms of the foreign resources to be developed, 
the attractions offered, and the laws and practices that hinder the 
profitable employment of foreign capital in many parts of the 
world. Part III is concerned with the practices and policies of the 
United States government that have a bearing on the problem of 
foreign investment — ^ranging from the activities of the government 
as a supplier of capital to its participation in international confer- 
ences designed to formulate an international investment code. 

It will be seen that the study does not consider important related 
questions in the field of commercial policy. It is agreed that if 
earnings on foreign investments are to be paid to investors in the 
United States, the means of payment must be provided through 
the sale of foreign goods and services for American dollars. This 
raises questions concerning future tariff barriers and tariff agree- 
ments, but those problems are outside the limits of this study. 



PART I 

DEBTOR-CREDITOR STATUS OF THE NATIONS 




Since this study is concerned with the outlook for American 
investments abroad, it seems desirable to consider first the present 
international financial position of the United States — for the future 
stems from the present. The country’s capacity to make foreign 
investments is considered, and in the light of what the government 
actually accomplished — in furnishing war and postwar goods and 
services to our allies on credit or through lend-lease or other finan- 
cial aid — is shown to be tremendous. The present debt and invest- 
ment position of the United States is also indicated and explained. 

This is followed by an analysis of the debtor-creditor position 
of other countries, insofar as present incomplete information will 
permit. The purpose here is to answer the question so often asked — 
whether other countries besides the United States are now, or 
shortly may be, in a position to furnish capital to other countries. 
It also provides some information regarding potential borrowers, 
but does not attempt to appraise the credit standing of any country. 
In fact the study as a whole does not undertake such a task, 
although later chapters indicate in a general way the information 
necessary for an appraisal of investment opportunities in any 
particular country. 



CHAPTER I 

FOREIGN INVESTMENTS— SOURCES AND KINDS 

The present chapter is concerned principally with some questions 
of definition, thereby clearing the ground for later chapters. It will 
indicate briefly what is meant by foreign investment. It will take 
up the question of defining two generally used terms, debtor and 
creditor, as applied to nations. Finally, it will consider the large 
classes that make up the long-term foreign investments of the 
nations, and the characteristics of each, 

I. THE EXPORT OF SAVINGS 

The annual income of a nation, stated in money terms, is the 
sum total of the wages and salaries, interest, rent, and profits 
received by the people. The bulk of this is normally derived from 
domestic productive activities, though some portion may be received 
from foreign investments previously made. This money income is 
the principal source of investment capital, whether for domestic or 
foreign purposes. 

Where production is at primitive levels, most of the income is 
necessarily spent for consumer goods — only a few wealthy people 
being able to set aside any savings for investment purposes. But 
as countries develop their resources and producing capacity and as 
income increases, and especially as a substantial portion of the 
population reaches a state of affluence, the volume of funds avail- 
able for investment steadily increases. 

Even in these circumstances, the volume of foreign investment 
may not be large. This is because investment opportunities in the 
domestic market may still be more promising than those abroad. 
Indeed, prosperous countries that have promising outlets for capital 
may even borrow from foreign countries. Canada and Australia, 
for example, are now in this stage of development. Both have high 
national income in relation to population, but they have natural 
8 
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resources whose development calls for the investment of more 
capital than is provided by their own citizens. 

Prior to the ascendancy of the United States, the leaders in the 
foreign investment field were Great Britain, the Netherlands, 
France, and Switzerland. Germany, too, after the Franco-Prussian 
war— and receipt of an indemnity from France — ^was a source of 
international investment capital. These nations, having built up 
their domestic industries with a resulting increase in national in- 
come, were able to divert a considerable flow of savings across their 
borders. Other countries also made investments abroad, but on a 
much smaller scale. 

To transform part of the savings of a nation into foreign invest- 
ments, it must be possible to transfer goods and services across 
national frontiers. A loan of “money” to a foreigner is only an 
intermediate step in the investment process. In the hands of a 
foreigner such money represents a claim against the lending 
country, and until this claim is extinguished by the export of goods 
or services, no net increase in the foreign investments of the lender 
results from the loan. 

The transfer of savings in connection with a particular invest- 
ment transaction may be made by direct and related exports. For 
example, during the period when the British were accumulating 
investments in railways all over the world, they sometimes acquired 
the bonds or shares of a foreign railway in exchange for a cargo 
of rails, or for the services of British construction engineers. In- 
vestment in branch plants abroad is sometimes accomplished in 
large measure by the shipment of plant and equipment from the 
investing country The transfer of savings may also be made by 
exports not directly related to a particular investment transaction, 
or, in fact, to investments in any particular country. In such cases 
the proceeds from exports to various countries may be turned over 
to borrowers to be used for the purchase of goods (or services) in 
various markets. 

^ Changes in the investments of a country may also result fora the reinvest- 
ment abroad of foreign earnings, changes in the capitalized value of its companies 
operating abroad, changes in the terms of a loan contract, and in various other 
ways that are not coveted by balance of payments statements. 
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A country that imforts more goods and services than 
it ex-ports is adding to its foreign obligations. 

An excess of imports represents receipts of goods or services for 
which real payment is deferred until some future time.^ It may be 
that net imports have been financed by borrowing abroad. It may 
also be that the borrowing country has simultaneously been adding 
to its own investments in foreign countries. But so long as imports 
exceed exports, the result will be a net increase in foreign obliga- 
tions. 

This was the experience of the United States until shortly be- 
fore World War I. During the first century of our country’s na- 
tional existence, exports of goods on the average were large enough 
to cover only 8o to 85 per cent of the value of imports. The deficit 
in the commodity trade was increased by a deficit in the service 
trades, particularly in the “debt service” item. Payment required 
on interest and dividend account increased as the country’s foreign 
obligations increased. It was not until the closing years of the period 
— 1874 and 1875 — that commodity exports almost equaled imports. 
Thereafter commodity exports conthiued to expand with the rising 
productivity of American fields and factories. 

During the next 25 years, ,1875-1900, exports and imports of 
all kinds except interest and dividends were practically in balance. 
But the bill to be paid on interest and dividend account was large, 
and the foreign obligations of the country continued to increase 
until shortly before World War I. At that time the balance of 
payments began to show net receipts from trade and services and 
a small net increase in investments. However, at the outbreak of 
the war the accumulated total of foreign obligations was more than 
twice as large as investments. It was not until some time during 
the war that American loans and direct investments (to finance the 
tremendous expansion in the American exports and to provide in- 
creased amounts of certain necessary raw materials) brought a shift 
from debtor to creditor status. 

’ Imports received as grants-in-aid from one country to another in time of war 
or other emergency constitute an exception. 



WE AT IS A CREDITOR COUNTRY? 


Britain was the principal lending country during the years when 
America was importing goods and services on credit. The industrial 
revolution had come early in Britain, bringing with it increased 
productivity and business activity, and the emergence of a well-to- 
do middle class. Products of the new machine industries were in 
urgent demand on the continent of Europe during the Napoleonic 
wars, sales being financed in part by British grants to its allies. 
After the war the continued flow of exports was facilitated by 
numerous foreign loans on the London stock market. At the same 
time the country was receiving income from ocean shipping, marine 
insurance, and trade commissions, and from earlier investments 
abroad — principally from trading companies and from British- 
owned sugar and coffee plantations. By 1825 Britain’s foreign 
investments exceeded its foreign obligations. Meanwhile, com- 
modity imports were beginning to equal or exceed exports. Income 
from the service trades, particularly interest and dividends, was 
beginning to provide a means of payment for excess imports and 
to make possible new foreign investments. By 1913 the total 
amount of its foreign loans and its ownership of industrial and 
business properties abroad amounted to about 20 billion dollars.^ 
World War I brought some liquidation of these foreign assets, the 
proceeds providing payment for extraordinary wartime imports. 

II. WHAT IS A creditor COUNTRY? 

Practically all nations hold foreign investments of one kind or 
another, and practically all have foreign obligations, long- and short- 
term, What then is a creditor nation? What is a debtor? 

A creditor nation is one whose accumulated foreign 
investments exceed its foreign obligations. 

This Is the most widely accepted definition and is the definition 
employed in this study. A debtor country is one having an excess 
of obligations. In order to classify a country in this way it is neces- 
sary to have an estimate of the foreign assets held by residents 

° This is a gross figure, but no estimate is available for showing the offsetting 
foreign obligations of the British economy. 
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of the country, balanced against a similar estimate for foreign 
obligations/ It is customary to exclude from such a balance sheet 
personal property (such as homes and objects of art), property of 
charitable, religious, and educational institutions, and governmental 
property held for governmental use (such as embassies, military 
installations, and the like), and also the outstanding intergovern- 
mental loans of World War 1/ It is also the practice at present to 
include the intergovernmental loans incurred during and since 
World War II — but not grants and gifts such as the greater 
part of the wartime lend-lease and reverse lend-lease aid. 

Other definitions sometimes are accefted 
or imfUed in current discussions. 

The line between creditor and debtor countries is sometimes 
drawn in terms of annual receipts and payments on interest, divi- 
dend, and amortization account rather than in terms of the prin- 
cipal of the debts and investments. Under this criterion, a country 
with a large excess of investments would stiU be rated with the 
debtor group if, for the time being, a considerable part of its foreign 
holdings were yielding little or no return. This might happen if 
it had long-term, high-interest-rate obligations, while its assets were 
largely in liquid form bearing a low interest rate. It might happen 
if, in a period of depression, the country in question continued 
to pay on its own foreign obligations, while there were defaults 
on its holdings of foreign bonds and sharp reductions in its dividend 
receipts from foreign enterprises. 

Sometimes a creditor country is defined as one that is currently 
investing abroad more capital than it receives from foreign sources. 
According to this definition, a country whose accumulated obliga- 
tions are larger than its investments would be rated a creditor if, 
during the period under consideration, investments showed a 
larger increase than obligations. By this definition, for example, 
the United States became a creditor nation some time before the 

‘ See balance sheets presented in App. A 

“ Robert L. Sammons, "International Investment Position of United States,” 
Foreign Commerce Weekly, Jan. 27, 1945, p. 5; Paul V. Dickens, “Ciiteria 
for Determining- the Creditor-Debtor Position of a Country,” Journal of 
Political Economy, December 1939, PP- *46-56. 
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outbreak of World War I — since estimates for 1908 and 1914 show 
that in the intervening years American investments abroad in- 
creased by approximately i billion dollars while foreign obligations 
increased by only 800 millions. But in 1914 America’s accumu- 
lated foreign obligations were more than twice its investments. 
Likewise, Canada would be rated a creditor country at the present 
time, but its accumulated foreign obligations are still considerably 
larger than its investments. It will be seen that a shift from debtor 
to creditor status, by this definition, precedes a shift in status as 
measured by accumulated obligations and investments. 

Occasionally a country’s debtor-creditor position is judged from 
its apparent lending or investing capacity, rather than its actual 
investment position. As has been pointed out by one writer, an 
accurate and objective appraisal in terms of this criterion is diffi- 
cult if not impossible. ‘‘A country’s potential foreign-investment 
capacity depends on a number of factors, including the volume of 
private and corporate savings, the willingness to invest abroad, the 
availability of foreign investment opportunities, and the ability to 
create and maintain a surplus on trade and service account.”® What 
is of economic importance to world trade and production is invest- 
ment capacity that is converted into realities, in the form of foreign 
loans or direct participation in the development of foreign re- 
sources. Moreover, in times of international stress and strain a gov- 
ernment may, for humane or political purposes, make large de- 
mands on Its country’s capacity to produce and export, sending 
goods abroad on what amounts to a gift basis. The country’s re- 
sources available for investment abroad are thereby reduced, with- 
out any corresponding increase in foreign assets. 

III. THE CHARACTER OF FOREIGN INVESTMENTS 

The short-term foreign investments of private investors are made 
up of loans and credits extended for one year or less.’ They in- 
clude credits — in the nature of revolving credits— that are ex- 
tended in connection with foreign trade. That is, shipments of 

“Sammons, Foreign Commeice Weekly, Jan. 27, 194.5, p. 6- 

’ This IS the definition adopted by the Depaitment of Commeice, Sec Paul D. 
Dickens, Foreign Long-Term Investments w the XJwted Stales, i$ 37-39 j U.S. 
Depaitment of Commerce, Economic Series No. ii (1940), p. 3- 
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goods are sent out with payments due, say, in 90 days, and mean- 
time payments are being received on earlier shipments. Short- 
term investments also include loans that are intended to be the 
forerunners of long-term bond issues, and are made to tide over 
a situation until long-term financing can be arranged. Bank de- 
posits in foreign countries and bank loans also belong in the class 
of short-term investments. 

The long-term foreign investments of private investors — shaving 
a duration of more than one year — are made up largely of two gen- 
eral classes of investments, “portfolio” and “direct.” The test ques- 
tion for dividing long-term investments into these two classes is 
whether a given investment is of a character that presumably car- 
ries with it the rights and duties of commercial control, A port- 
folio investment involves no acquisition of commercial control, 
while a direct investment does. 

In the balance sheets presented in Appendix A and considered 
in Chapter III, the large intergovernmental loans and debts of 
the war and reconstruction years of World War I are omitted. In 
Chapter IV, as explained on page 12 above, the intergovernmental 
loans of the present reconstruction period are included in the ac- 
counting but are not grouped with either portfolio or direct invest- 
ments. Whether they are, in fact, investments is a question for the 
future to answer. 

Government and government-guaranteed securities constitute 
the frincifal portfolio investments bf most nations. 

As defined by the United States Department of Commerce, in- 
vestments of the portfolio type include the securities issued or 
guaranteed by a foreign government and also the securities of 
foreign business enterprises. Government issues predominate in the 
portfolio holdings of many countries. 

Over the past century and a half, practically every country in the 
world has, at one time or another, mortgaged the credit of its 
government — £oated bond issues — to obtain foreign funds. Some- 
times these funds were wanted for meeting the direct costs of gov- 
ernment, or for offsetting balance of payments deficits. Also, a 
great many loans were issued for the purpose of aiding in the 
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industnal expansion of the borrowing country and providing its 
people with services of various kinds. 

The variety of purposes for which governments borrow abroad 
may be seen from the prospectuses for loans issued in the United 
States during the 1920’s. The loans of Argentina will serve as an 
example. The national government of Argentina borrowed to meet 
payments on locomotives and cars for the state railways, to repay a 
bank loan which in turn had been contracted to repay a short-term 
loan from the British government} to acquire gold for support 
of a temporary issue of paper currency} for construction, extension, 
and improvement of public works, including the Argentine state 
railways} and for funding of the floating debt of the railways. 
Argentine provincial loans were issued to replace earlier sterling 
loans} to refund other maturing obligations} to tide the govern- 
ment over a period of lean tax receipts (tax-anticipation notes) } to 
finance railroad construction, construction of roads, bridges, cold 
storage plants, schools, and other public buildings} for develop- 
ment of water works, sanitation systems, and other public works. 
Argentine municipalities were borrowing to build hospitals and 
power plants, improve their parks, for street improvements, and 
other public works. 

Prospectuses covering the bond issues of other countides add to 
the variety. There were Austrian bonds for hydroelectric develop- 
ment and for communal and mortgage banks} a Belgian loan for 
the development of railways, ports, and other public works in the 
Belgian Congo } Brazilian loans for coffee valorization, for the re- 
moval of Castle Hill in the business section of Rio, and to retire a 
number of French loans} and a Colombian loan for highway con- 
struction. 

Corf orate securities that enjoy an international market 
make uf most of the nongovernment fortfolio investments. 

Some corporations are so well and favorably known that their 
securities are widely held by investors in many countries, although 
their control is held In the country of incorporation. Securities is- 
sued by the Baltimore and Ohio Railroad, Canadian Pacific Rail- 
way, De Beers Consolidated Mines, International Nickel, Lau- 



1 6 INVESTMENT SOURCES AND KINDS 

taro Nitrate Company, Ltd., Pennsylvania Railroad, Rand Mines, 
Ltd., Rio Tinto Copper Company, Royal Dutch Company, United 
States Steel Corporation, and Wagon Lits are among those so 
favored. They are listed on the stock exchanges of many important 
financial markets and are traded from hand to hand and from 
market to market. 

In periods of great activity and optimism in the financial markets, 
even corporations that are not so well known to foreign investors 
may be able to float abroad large issues of bonds. Some of the 
better known companies may also sell abroad issues of shares in 
amounts not large enough to affect the nationality of control of the 
company. This was the case in the 1920’s when the bonds and shares 
of many foreign companies were added to American portfolio hold- 
ings. 

American loan capital was furnished for many companies in 
Canada, for a few in Japan and Latin America, and for one or more 
in many European countries. Bonds and notes of German corpora- 
tions were handled in large blocks by American bankers, frequently 
with the aid of European bankers who took smaller lots of these 
securities. Dutch bankers usually were members of such consortiums 
and took larger blocks of securities than other European members. 
Swiss and Swedish bankers often were included and, occasionally, 
British or Canadian bankers participated. American bankers also 
handled some stock issues for a number of German corporations — 
principally for banks, but also for a steamship company, a depart- 
ment store chain, a manufacturer of electrical appliances, an elec- 
tric power corporation, and the German National Railway Com- 
pany. Another German steamship company gave shares of stock as 
part payment for ships bought from an American shipbuilder. 

Portfolio investments may give rise to serious 
exchange 'problems for debtor countries. 

American loans to foreign governments and corporations provide 
the borrowers with dollars that can be used in the United States 
to buy materials, machines and equipment, and the services of 
engineers and technicians. But for purchases of domestic labor and 
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materials, the domestic currency of the borrowing country is re- 
quired. If used for domestic purposes, borrowed dollars must be 
exchanged for such currency. The immediate economic effect of 
dollar loans is to permit larger purchases of American and (by 
means of 3-cornered trade) other foreign goods — consumer goods 
as well as the producer goods called for by the project in hand. 
They also temporarily ease the balance of payments problems of 
borrowing countries. In the long run, however, this may not be 
the case. 

It is characteristic of long-term loans — whether domestic or 
foreign — that the rate of interest is fixed 111 the loan contract. In 
good years and in bad, the borrower is committed to meet pay- 
ments on the outstanding bonds. In depression years this presents 
difficulties even for debtors whose loans are held locally. But 
greater difficulties are involved for those whose loans are held by 
foreigners. This is because in years of depression the exports of all 
countries are likely to decline — in value, if not in volume. The 
debtor country, therefore, has fewer dollars with which to meet 
interest obligation on dollar loans, while its obligations remain 
the same as in good years. In fact foreign borrowing may be a strain 
on the borrower’s foreign-exchange resources even in good years. 
Unless the net effect of borrowing is to increase the clebtor 
country’s exports of goods and services — and its receipts of foreign 
exchange — the payments required at regular intervals on interest 
and principal account, put a burden on the future balance of pay- 
ments of the country. 

Direct investments have flayed a very active fart in 
develofing the resources of new and backward areas. 

The direct investments of a given country include (i) the 
foreign subsidiaries, branches, and other foreign properties owned 
and controlled by its domestic enterprises 5 (2) companies con- 
trolled by its nationals but organized to operate exclusively abroad 
— whether such companies are incorporated (or;-egistered) at home 
or abroad 5 (3) holdings by individuals and groups of individuals 
of important equity interests in foreign corporations 5 and (4) real 
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property owned by nationals of the country, such as mines, timber- 
lands, and plantations.® 

Direct investments represent the venture capital engaged directly 
in exploiting foreign mineral and agricultural resources (that is, 
resources foreign to the controlling group of investors) ; in estab- 
lishing manufacturing, trade, and banking enterprises abroad j and 
in building and operating public utilities that serve foreign areas. 
They operate under the terms of charters granted them by the 
foreign governments concerned. For returns on a given venture, 
the individual investor depends on a share in the earnings of his 
company, as contrasted with the fixed rate of return promised in 
the case of practically all portfolio investments. If no earnings are 
available for distribution, presumably no dividends are paid, while 
in lush years dividends may be very high. 

For some enterprises working abroad there ma,y be no lush years, 
or a change in conditions may adversely affect the earning capacity 
of what had been a successful company. Good “money” may be 
poured in after bad, until finally failure is admitted and the invest- 
ing group takes its losses. Some direct investments are doomed to 
failure from the beginning by some vital difficulty not accurately 
evaluated in the original planning. 

Ford’s attempt to produce plantation rubber in Brazil is one of 
the well-known ventures that, for various reasons, ended in defeat. 
A Guggenheim gold placer mine in the Yukon yielded so little 
profit that operations were discontinued at an early date. In this 
case reports of the experts were accurate regarding the mineral con- 
tent of the property, but they failed to note that because of the 
mine’s northern location, the ground to be dredged was frozen and 
an expensive process of thawing with steam would be necessary 
before the gold could be recovered. The extraordinarily profitable 
foreign investments in Chilean nitrate production were turned to 
heavy losses by the damaging competition of synthetic nitrates manu- 
factured by processes perfected in Germany shortly before World 
War I. Millions of dollars, of pounds sterling, of francs, and 

'Robert L. Sammons and Milton Abelson, American Direct Investments in 
Foreign Countries-^sg^o, XJ.S. Department of Commerce, Economic Series No. 
ao (1942), pp. 2, 25 
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other currencies have been spent and lost in prospecting for foreign 
minerals, particularly for oil. Political disturbances — ranging from 
Indian uprisings and revolution in Mexico to such world-wide 
catastrophes as World War II— have brought temporary suspen- 
sions of operations and earnings, and large capital losses to many 
holders of direct investments. 

On the other hand, many direct investments have yielded tre- 
mendous profits. They include companies producing oil, diamonds, 
copper, tin, rubber, bananas, tea, sugar, manufactured goods, light 
and power, and a great many other commodities and services. Luck 
played a part in the success of some of these companies. More im- 
portant in most cases, however, was the application of science and 
technology to the problem in hand, and the use of efficient machines 
and tools to meet rising world demand. 

The intermtioml transfer of capital md earnings 
on direct-dnvestment account takes many forms. 

The initial cost of a direct investment may be large or small, 
depending on the size and character of the undertaking; and the 
resulting transfer of payment may take various forms. Acquisition 
of the controlling interest in a going concern may involve large 
payments m cash — and therefore large foreign exchange transac- 
tions— just as in the case of a portfolio investment. It may be 
accomplished, however, through an exchange of securities or 
through patent-right agreements. For example, when General Mo- 
tors bought control of the Adam Opel company of Germany and 
when General Electric acquired most of the stock of Canadian 
General Electric, large cash payments were involved. The Guggen- 
heims acquired a large interest in Chilean nitrate by giving the 
existing British companies large blocks of stock in the company 
organized to modernize and expand production. The Libbey-Owens 
Glass Company obtained substantial investments in Europe through 
licensing its patents. Patent rights were also the basis of General 
Motors’ early investment in Canada. 

In the case of a new industrial enterprise — as contrasted with a 
business already in operation — the necessary land for the location of 
the plant may be furnished free of charge in some communities, or 
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bought at the going market price m others. Agricultural, mining, 
and oil companies are usually acquired on a royalty basis, though 
in many cases the concessionaire will make an advance payment to 
ensure good will toward his project. Payment of local labor of 
course calls for the transfer of funds from the investing country 
until such costs can be met from earnings. Machines and other 
equipment for a new enterprise are, in most cases, shipped from the 
investing country, while materials for plant construction may be 
furnished locally. 

When the Guggenheims built their first smelter in Mexico, they 
bought machinery and equipment in Chicago, lumber in Texas and, 
under the terms of their concession, shipped these goods to Mexico 
free of duty. When Tubize Chatillon organized a Brazilian sub- 
sidiary, it dismantled its rayon plant at Hopewell, Virginia and 
shipped it to Brazil. When the Greene Consolidated Copper Co. 
was organized, using funds obtained in Wall Street, 50 big mule 
teams were bought and used in hauling supplies and equipment 
across the border j an army of American miners, machinists, and 
carpenters was hired at good wages; an American town, a big 
smelter and a concentrator were built in Mexico. When Ford ac- 
quired his concession for rubber planting, he sent a ship load of 
sawmills, structural steel, cement mixers, machinery, boilers, and 
other American manufactures to Brazil; began building a model 
town; and miles of roads and railroads; and hired local labor for 
the work of clearing and planting the jungle. If and when Ameri- 
can oil companies build their projected pipe lines from the Persian 
Gulf to the Mediterranean, a thousand miles away, transportation 
of the necessary pipe and other equipment from the United States 
will require continuous operation of a fleet of ships for 30 months, 
at an estimated cost of around 20 to 30 million, dollars. 

Payment of dividends may be delayed for some time, even by 
a highly successful subsidiary or company, earnings being used 
meanwhile for expansion and development.® But eventually, when 

“ Specific examples from the oil industry, wheie initial expendituies foi exploia- 
tion and development are large, show that a long time may elapse before a new 
project begins commercial pioduction. See American Petroleum Interests in 
Foreign Countries, Hearings befoie a Special Senate Committee Investigating 
Petroleum Resources, 79 Cong, i sess., pp. *26-33. 
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the problem of transferring dividends or profits does arise, it may 
prove much more difficult for some types of business than for 
others. The problem is to get dollars to send to American investors 
—or other currencies for investors of other nationalities. 

This is not difficult for companies such as Cuban-American Sugar, 
United Fruit, or the Sumatran plantations of Goodyear Tire and 
Rubber— because they bring all or most of their output to the 
United States. They earn dollars, and accordingly have no difficulty 
in transferring dollars to their American stockholders. But for com- 
panies whose earnings from foreign operations are received in 
foreign currencies — such as International Harvester, American and 
Foreign Power, and foreign producing and marketing subsidiaries 
of the big oil companies— the case is different. If they are to 
remit dollars, they must buy them in the foreign exchange market, 
paying for them with the foreign currencies they hold. In doing so 
they may meet strong competition from foreign importers and 
other would-be purchasers of dollars. 

Under the exchange-control systems that existed in some coun- 
tries prior to World War II, it was impossible for some companies 
working abroad to purchase dollars at any price. It is reported that 
Standard of New Jersey sent some bizarre shipments for sale in 
the United States — including a cargo of Harz Mountain warblers 
and a cargo of German mouth organs — as a means of transferring 
some of its German earnings to the United States. 

American companies working abroad — and similar companies of 
other nationality — furnish recipient areas with new productive 
capacity, new opportunities for labor, new products for consump- 
tion or export. Very large enterprises — ^producing oil, sugar, or 
rubber, for example — build their own highways and railroads; pro- 
vide housing, educational services, medical care, storage facilities 
for supplies and food and, of course, the plant and equipment used 
directly in the process of production. They bring to their foreign 
projects the necessary managerial services and technology that they 
have developed at considerable cost. And they accept the risk that 
there may be no earnings, and that they have no claim for reim- 
bursement by the recipient country. 
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It would seem, all things considered, that countries seeking 
foreign aid for development purposes would prefer investments 
of the direct, rather than the portfolio type. But this is not always 
the case, principally because outside control, which is characteristic 
of direct investments, is sometimes interpreted by nationalistic 
peoples as an infringement of their sovereignty On the other 
hand, they recognize that government borrowing entails an obliga- 
tion to make interest and amortization payments at a fixed rate in 
bad years as well as good. Under the circumstances, they sometimes 
favor one method of obtaining foreign capital, sometimes the other. 

” Accoidingly, many legal restnctions have been imposed on the foreign 
companies operating m these countiies — a subject discussed at greatci length 
in Chap. 7 



CHAPTER II 

AMERICA’S CAPACITY TO INVEST ABROAD’ 


Two world wars have revealed the tremendous capacity of the 
United States to produce goods for export. They have also empha- 
sized the country’s great financial resources that made such exports 
possible. During the first world war the country’s foreign invest- 
ments increased and some of its foreign obligations were liquidated, 
with a net result that for the first time in its history the United 
States was numbered with the creditor countries. But events con- 
nected with World War II, from Hitler’s assumption of power to 
its present aftermath of world-wide finandal and economic dis- 
organization, have been responsible for cui-ious changes in the 
international financial position of the United States. These are 
considered in the present chapter. They emphasize the fact that 
America’s investment abroad is limited and modified by conditions 
and attitudes in other parts of the world. 

I. THE DECADE OF THE THIRTIES 
The foreign trade of the United States declined sharply with the 
onset of the great depression and recovered slowly from the low 
reached in 1932. The country’s physical capacity to produce goods 
for export was as great as it had been in the prosperous twenties, 
but after 1928 foreign requirements for American goods were no 
longer supported by large extensions of long-term credit. More- 
over, the period was characterized by large international move- 
ments of capital, and shifts of “hot money” to the United States 
brought unexpected changes in the foreign investments and obliga- 
tions of the American economy. 

’ Unless otherwise noted, the balance of payments figuies used in this chaptei 
are from Department of Commerce, International Transactions of the United. 
States, (revised and mimeographed table). 

*3 
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Afnerican exforts exceeded imforts throughout 
the decade of the thirties. 

During the ten-year period 1 930-39, exports o£ merchandise ex- 
ceeded imports by a total of 4,488 million dollars. This was con- 
siderably below the 10,621 million-dollar export balance in the 
merchandise trade of the preceding 10 years but, for all that, was a 
sizable figure. At its lowest point the annual export balance 
amounted to only 226 million dollars,^ rising thereafter to 1,070 
million dollars in 1938, and falling to 938 millions in 1939. The 
balances for the last two years of the decade were closely com- 
parable with those recorded jo years earlier (1,090 million dollars 
in 1928 and 884 millions in 1929). 

In the service transactions of the 1930’s, as well as in the 
merchandise trade, the United States had receipts from foreigners 
more than sufficient to cover payments. Under this heading are 
included receipts and payments of interest and dividends on ac- 
cumulated foreign investments and obligations, receipts and ex- 
penditures on account of foreign travel, freight and shipping 
services, and international receipts and payments on government ac- 
count — such as costs of diplomatic and consular representation and 
maintenance of military establishments in foreign countries. 

Income from interest and dividends regularly exceeded similar 
payments to foreigners, and for the period as a whole provided net 
receipts of 3,950 million dollars. Other service accounts, on the 
contrary, showed an excess of payments to foreigners amounting 
to 2,768 million dollars for the ten-year period. For all service 
items combined, therefore — interest and dividends and all others— 
net receipts amounted to 1,182 million dollars. With the merchan- 
dise trade included, receipts exceeded payments by 5,670 million 
dollars. In short, foreigners had to meet net payments here of 
almost 5.7 billion dollars. 

Part of the means of payment was provided by so-called uni- 
lateral transfers — by remittances, gifts, and grants from immigrants 
and other persons in the United States, and from American phil- 

’ This was in 1933. The low point in both the export and import trade was 
1 93 z, but lerovery in 1933 was somewhat greater in impoits than in exports. 
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anthropic organizations, institutions, foundations, and the like.^ 
During the thirties the sum so provided to foreigners aggregated 
2,123 rnillion dollars. The net balance remaining on trade and 
service account, to be funded or “settled” in some other way, 
amounted to 3,547 million dollars. 

Despite the excess of exports, America's net 
foreign investments actually declined. 

In normal times a trade and service balance in favor of a creditor 
country would be reflected in an increase in the net amount 
of its foreign investments. Gold would normally be used for 
settling only a relatively small part of the balance. But the period 
of the 1930’s was not one of normal international i*elations. The 
change that actually took place in the international financial posi- 
tion of the United States was the reverse of what might have been 
expected. 

At the beginning of the decade the foreign investments privately 
held in the United States exceeded similar obligations to foreigners 
by about 8.1 billion dollars. In addition foreign governments 
owed the United States government some 11.7 billions on war 
debt account. By the close of the decade the net total of American 
investments on private account was greatly reduced. This is shown 
by the table on page 26. Before the end of the period the war debts 
had been generally recognized as uncollectible and therefore are 
omitted from the table. 

As the table stands it indicates an extraordinai'y decline in the 
net amount of America’s foreign investments during the last year 
of the decade. This is explained in part by a change in the source of 
data with regard to foreign long-term investments in the United 
States (America’s long-term obligations to foreigners). In 1941 the 
United States Treasury Department took a thoroughgoing census 
of these obligations— under an executive order requiring every 
person in the United States, including corporations and other 


’in recent years the Department of Commerce has used the term “unilateral 
ttansfeis” to cover this class of international transactions. Special attention is 
given to this item because of the gieat importance it assumed in connection with 
goveimnent operations in the wai and postwar years. 
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America’s International Financial Position, 1929, 1938, 1939* 

(In billions of dollars) 

Private Account 1929 1938 1939 

Long-term investments: 

Direct (book value) 76 7.1 73 

Portfolio and miscellaneous^ ... 7 8 4.4 4.1 

Total. ... .. 15 4 11.5 11.4 

Long-term obligations: 

Dll ect (book value) ... 1 4 19 2,9 

Portfolio and miscellaneous’’ ..4 5 5.1 5.8 

Total 59 70 87 


... 9 5 4 5 2 7 

1.6 0 7 1.1 

3.0 2 2 3 8 

14 IS 


Net total, investments. . . .81 30 


“Estimates given here are from the following sources: for 1919, Cleona^Lewis, 
America's Stake in International Investments (1938), pp. 450, SSTS9i 37S“6o7, and 
references cited there: see also, Hal B. Lary, The Untied Slates tn the JVoiJd Economy 
(U S. Department of Commerce, 1943), p. 123; for 1938 long-term items, see App. A 
below, pp. 322-23, and for short-term. Board of Governors of the Federal Reserve 
System, Banktns and Monetaiy Statistics (19.^), p. 637 and Lary, The United States 
in the World Economy ^ p. 113; for 1939, U. S. Department of Commerce, International 
Transactions of the United States During the (1948)^ table 27, p. no, U. S. Treasury 

Department, Census of Foreign-Omted Assets tn the United States (1945), and the same. 
Census of Amertcan-Ovmed Assets tn Foreign Countries (1947). 

’’ Common stocks were included at market values in all three years; preferred stocks 
and bonds at par in 1929 and 1938 and at market in 1939. 


organizations, to make a report of all property held for or owned 
by a foreign country or national thereof.* The census showed much 
larger holdings by foreigners than earlier Department of Com- 
merce estimates which had been based on an analysis of with- 
holding tax returns filed with the Bureau of Internal Revenue. 
Reliance on income tax data showing payments made to foreigners 
led to understatment because the reports filed give no information 
concerning foreign participation in the ownership of American 



Net, long-term investments 

Short-term investments . . 
Short-term obligations. 

Net, short-term obligations 


‘Census of Foreign-Onmed Assets In the United States (1945). 
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enterprises or properties not required to file reports, or those not 
reporting payments on interest or dividend account/ 

According to the roughly comparable estimates for 1929 and 
1938, some important changes took place in the various classes of 
foreign investments and obligafaons. These accounted for more 
than a 50 per cent reduction in the net total of America’s long- 
term investments, but for practically no net change in the short- 
term position. The more accurate figures for 1939 indicate that by 
the close of 1939 the foreign obligations of the country were equal 
to its investments. In short, the figures for 1939 show that during 
the decade of the thirties, a sizable net balance of foreign invest- 
ments disappeared. This calls for an explanation in view of the fact 
that American goods and service trades (excluding gold move- 
ments) showed a surplus available for investment abroad. 

This momaly is explained principally by the 
flight of capital to the United States. 

The large gold imports of the United States were a manifesta- 
tion of the reaction in foreign countries to the disorganized political 
and economic conditions of the period. Gold imports of 3.5 billion 
dollars in excess of exports would have sufficed to settle the trade 
and service balance of the 1930’s. Actually the net inflow of gold 
amounted to 10.8 billion dollars, or more than three times the sura 
required for settling the goods and service accounts. It is often 
charged that the trade policies of the United States were responsible 
for this large inflow of gold and for the resulting depletion of the 
gold stocks of other countries during the thirties. However, the 
records show that, in the main, these gold imports were closely 
interrelated with the flow of foreign capital to the United States. 

It may be pointed out that the gold brought in and stored at 
Fort Knox is not a “foreign investment” or a “foreign asset” of the 

“a Census of Amerkan-Ovmed Assets in Foreign Countries (taken by tlie 
Treasury in 1943) appears to confirm the practical accuracy and completeness 
of eailier surveys of American long-term investments abroad. But this apparent 
agreement is explained by changes in method of valuation. This census also 
showed that former estimates had been too low. No change was made in the data 
source and method of compilation of short-term items. 
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American economy. That is, it does not represent a claim against 
any country, or a claim that any particular country is obliged to 
honor. Therefore it is not included in the statement showing the 
mternattonal investments and obligations of the United States. 
It is part of the national wealth of the United States, of course, 
and is an asset that may perhaps be used at some time in the future 
for the purchase of foreign goods or foreign securities, for financing 
American enterprises abroad, or for settling the foreign deposit 
obligations of American banks and the United States Treasury. 

The funds transferred to the United States during the thirties 
served two general purposes* (i) They increased the total of 
foreign claims against the American economy. (2) They reduced 
the total of American claims against foreigners. Various motives 
activated the many transactions that led to these results. 

I. Foreigners, on their own initiative, were sending funds to 
the United States for investment during the thirties although the 
country had no need for borrowed funds. Fear of the future and a 
desire to protect accumulated savings were responsible for some large 
movements of capital during the decade. The will to be free of 
foreign indebtedness and the lure of bargain-sale prices also played 
a part. 

The inflow of flight capital did not reach major proportions until 
the dollar was depreciated and stabilized early in 1934. In fact 
there was a substantial reduction in foreign short-term balances in 
the United States during the years 1 930-33 and a concurrent with- 
drawal of American short-term funds from foreign countries.® 
Thereafter, confidence in the dollar returned, while fear of im- 
pending currency depreciation in many countries and the growing 
threat of war impelled many foreign investors to find a way of 
transferring their savings to America. Large sales of gold to the 
government of the United States provided dollar exchange that 
facilitated these transfers. 

Attracted by the comparative safety and high rate of return of- 
fered by long-term investments in the United States, some refugee 

“in the peak year 1931 foieign balances weic reduced by 1.3 billion dollars, 
and American short-term capital abroad was leduced by 628 millions. 
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capital was invested in American bonds and shares. Some was 
deposited in American banks in spite of the negligible rate of re- 
turn on such capital — its owners being interested primarily in 
keeping their savings liquid as well as safe. This flight of capital to 
the United States increased the claims of foreigners against the 
American economy. 

2. The decade of the thirties was one of widespread defaults on 
interest and amortization payments due from foreign borrowers — 
government and private. Defaults by some borrowers brought a 
general and sharp decline in bond prices even though payments on 
many issues were regularly met. This encouraged foreign repur- 
chases of the better bonds as well as speculative foreign purchases 
of those in default. Foreign governments also made large-scale 
repurchases of their own bonds— taking advantage of the opportu- 
nity to reduce their foreign indebtedness while bond prices were low. 
Moreover, a number of defaulting governments went into the 
market to buy their own bonds that were greatly depreciated in 
price because of default. In fact some governments repurchased 
their defaulted bonds with funds specifically earmarked for the 
service of those bonds. As prices declined, impatient American 
holders threw more and more of their foreign assets on the market. 
Such sales accounted for substantial reductions in the foreign “port- 
folio^’ held by American investors. 

II. WAR AND POSTWAR YEARS, 1940-47' 

During the war years the production of the United States was 
very greatly expanded to provide the goods needed by our civilian 
population, our armed forces at home and abroad, and our allies 
in the war. The problem of financing the increasing volume of ex- 
ports was beginning to present grave difficulties when a solution was 
provided by the passage of the Lend-Lease Act in March 1941. 
Since the war the financing of exports for relief and reconstruction 
purposes has been a major problem. 

'Balance of payments figures for 1947 are from U. S. Depaitment of Com- 
merce, Survey of Current Business, March 1948, p. 18. 
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World. War II brought an unfrecedented 
rise in the exfort balance. 

During the six war years, 1940-45, merchandise exports exceeded 
imports by a total o£ 36 billion dollars. In addition a balance of 2.2 
billion dollars was paid by foreigners on interest and dividend ac- 
count, and a balance of 2.5 billions on the other service trades. 
With services included, therefore, the export balance of the United 
States for these six years totaled 40.7 billion dollars. By the end of 
1947 the export balance on merchandise account had increased to 

52.8 billions (or more than ten times the net balance of commodity 
exports during the whole decade of the thirties). With interest and 
dividends and other service items included, the export balance for 
the eight years ending December 3X, 1947 amounted to 60.1 
billion dollars. 

The greater part of this export balance was covered by uni- 
lateral transfers (lend-lease and other remittances, gifts, and grants 
from the government, and similar aid from various American or- 
ganizations, institutions, and foundations, and from private indi- 
viduals). In fact during the six war years unilateral transfers 
totaled 41.8 billion dollars, or more than the trade and service 
balance payable to the United States. The explanation for this 
apparent discrepancy is that cash exports (not covered by lend- 
lease) were kept at a minimum in order that shipments of war 
supplies could be expanded. Latin American countries, for example, 
complained bitterly because they could not get delivery of many 
kinds of goods they wanted. At the same time, United States im- 
ports from these countries increased and were bought on a cash 
basis. Since the end of the war (and the end of lend-lease) uni- 
lateral transfers have amounted to an additional 5.6 billion dollars, 
bringing the total (in excess of similar aid furnished the United 
States) to 47.4 billion dollars for the eight-year period as a whole.® 

Foreign shipments of gold to the United States continued during 
the war and postwar years, although there were reverse movements 
in some years. Net imports of gold into the United States amounted 

Of this amount, lend-lease and other government grants accounted for about 

45.9 billion dollars. 
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to 2.3 billion dollars during the war years, and an additional 2.8 
bdlions since the war, or 5.1 billions for the whole eight-year 
period. 

Recapitulation: During the war years the unilateral transfers 
and gold imports of the United States provided foreigners with 
44.1 billion dollars of purchasing power,® or 3.4 billions more than 
they required to cover the 40.7 billion dollar net total payable in 
the United States on trade and service account. This means that 
claims against the United States were accumulating in foreign 
hands during years when the coiuitry’s capacity to export was 
greater than that of any other country in any period of time, and 
during years when this capacity was being used to the limit. 

During the succeeding two years the situation was reversed: net 
exports of goods and services from the United States were larger 
than all gifts and grants and gold imports, the excess amounting to 
1 1 billion dollars. In this period American loans and credits were 
extended to permit continued foreign purchases in the American 
market. 

The international -financial position of the United 
States has shown sharp changes since rpjp. 

As the preceding analysis has indicated, foreign claims against 
the American economy accumulated during the war years when 
the great bulk of the country’s export trade consisted of goods and 
services furnished free of charge to the allies. Thereafter, the di- 
minished (but still large) volume of unilateral transfers from the 
United States was supplemented by large loans to foreign govern- 
ments and other investments abroad. The table on page 32 gives 
a rough measure of the changes in the foreign debt and investment 
position of the country that occurred during the six war years, 1 940- 
45, and during the two years following the war. 


“Additional dollar exchange was provided as a result of U. S. government 
expenditures abroad for piovisions and services furnished our troops in coun- 
tiies not participating in Icnd-Iease agieements, and by the peisonal expendi- 
tures of our armed forces wherever they were stationed. It is known that these 
transactions helped to build up the dollar balances of foreign governments and the 
hidden favmgs of piivate individuals abroad, but no reliable information is 
available concerning the amounts involved. 



Private Account 1939 

Long-term investments 

Direct (book value) 7.3 

Portfolio and miscellaneous'’ ... 41 


Lon^-term obligations: 

Direct (book value) 

Portfolio and miscellaneous'* . 


Net) long-term investments 

Short-term. 

Investments, 

Obligations 

Net, short-term obligations 
Net total, private investments . 

Government Account 

Long-terrn Investments (1947 includes 
3.4 billions paid on subscriptions to 
Bank and Fund) . . 

Long-term bonds neld abroad ' 

Net, investments (-)-) or obligations (— ) , 


Net, investments (-h) or obligations (— ) 


“ World War I debts are not included. Figures for 1939 and 1945 are from U. S. De. 
partment of Commerce, Intematwnal Transactions of the United States Uurtng the Wa> 
(1948), p. no; for 1947 from a preliminaij estimate (May 19, 1948) of the international 
Economics Division, Office of Business Economics, Department of Commerce. 

'* E.stimates show common and preferred stocks and bonds at market values 
"The Bank and Fund held «.3 billion dollars of short- and long-term investments 
in the United States — distributed among various' United States “obligations” items, 
government and private, for 1947. The gold that the Bank received as part pa;^ent on 
the subscription of the United States (688 million dollars) is not included ambng the 
foreign obligations of the United States. 
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1940-45. During the war years the net total of American long- 
term investments— private and government— increased by 3.7 bil- 
lion dollars. This included a net increase of 2,5 billion dollars in 
private long-term investments and 1.2 billions in government long- 
term loans to foreigners. 

On short-term account, on the contrary, an increase occurred in 
claims against the American economy. During 1940 and part of 
1941, continued gold shipments to the United States helped build 
up foreign balances. Thereafter, many countries accumulated dol- 
lars earned by selling more to the United States than they could 
buy here— in transactions through regular trade channels, or in 
connection with the foreign expenditures of the United States 
government or the expenditures of our troops stationed abroad. 
Latin American countries increased their exports to the United 
States and left on deposit dollars they were unable to spend in 
this market. Canada invested in short-term securities issued by the 
United States government. The Philippines increased their re- 
serves with the United States Treasury. Various other countries 
where our troops were stationed built up their official balances, and 
also private hoards, of dollars. The net increase in these short-term 
claims amounted to 4.4 billion dollars. 

It will be seen that the net increase in these short-term obliga- 
tions was greater than the rise in American long-term investments. 
In fact, the United States emerged from the wai- a net debtor to the 
extent of about i billion dollars. But the increase in foreign obliga- 
tions as compared with investment was not as large as was forecast 
by the analysis of trade, service, and related transactions (pages 
30-31 above). It amounted to only 700 million dollars compared 
with the 3.4 billions indicated by that analysis. This calls for ex- 
planation.^" 

The changes that occur in the international financial position of a 
country over a period of time are the result of a multitude of trans- 
actions. In the main, these are Interrelated with the flow of goods, 
services, and gold between 'countries. They take the form of a 
transfer of title to properties or existing securities, or the creation 

“ The J^ance of payments statement includes a balancing item — “evrois and 
omissions’^-^wliich shows that available information legarding some or all items 
in the statement is faulty. The crrois indicated might affect any item in the 
balance of payments account, including the debt and investment items. 
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of various kinds of credit instruments. To the extent that capital 
transactions of this kind can be identified, they are recorded in bal- 
ance of payments statements. Certain other types of capital trans- 
actions are not included in balance of payments statements as they 
are usually compiled, for example: the reinvestment of earnings of 
branch enterprises operating abroad, price changes affecting port- 
folio investments and obligations, and investments brought in or 
taken out by their migrating owners. 

Long-term investments and obligations— both direct and port- 
folio — were affected by changes such as these during the war.^^ The 
debt and investment statement on page 32 shows an increase in 
direct investments from 1939 to 1945, although balance of pay- 
ments figures show that new direct investments were more than 
offset by liquidations of American<ontrolled enterprises — prin- 
cipally in areas where they were threatened by war damage or loss 
from political action. The explanation for this apparent contra- 
diction is that reinvested earnings were large (estimated at 913 
million dollars); and sizable investments in foreign enterprises 
were brought in by refugees.^^ Portfolio investments also increased 
although amortization payments on existing loans exceeded new 
foreign loans. Here the increase is explained by several factors, 
including market purchases of foreign securities, a rise in security 
prices, and the securities brought in by European refugees. 

The long-term obligations of the American economy showed 
little change, although there were some sizable foreign liquida- 
tions. Sales of foreign-controlled enterprises in the United States 
were offset principally by the reinvestment of earnings. Reductions 
in foreign portfolios were offset by the rise in American bond and 
stock prices. 

I g 46-47. Government loans are largely responsible for the shift 
in the position of the United States from an international debtor 
in 1945 to creditor in 1947. There has also been a considerable in- 

“ Short-term items may be affected by changes in the value of the curiencies 
in which they are expressed, but no important changes of this kind affected the 
American international balance sheet during the forties. 

” U S, Department of Commerce, Intemattonal Transactions of the United 
States During the War, pp. 216-17 
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crease in private investments, and a decrease in nongoverment ob- 
ligations to foreigners. New direct investments have included in- 
creased facilities of American oil companies for producing, refining, 
and transporting oil in the Middle East, Venezuela, and elsewhere 5 
large oil refineries erected in England, and other European states j 
and the establishment of manufacturing branch plants and factories 
in many parts of the world. Portfolio investments have been in- 
creased by the purchase of most of the bonds offered by the Inter- 
national Bank, offset by amortization payments on outstanding 
issues. Nongovernment obligations have been increased by the 
investment here of funds belonging to the Bretton Woods insti- 
tutions. However, this increase has been more than offset by foreign 
liquidations of balances in American banks and of security holdings 
in the United States. 

By the close of 1 947 the country was, on balance, an international 
creditor for some 12.1 billion dollars— the net amount of American 
investments in all foreign countries. The net increase in investments 
since 1939 (12.4 billion dollars) falls far short of measuring the 
country’s capacity to export capital. This is because it does not, and 
should not, include the large exports of goods and services that 
have been furnished other countries during and since the war with 
no repayment required. 


CONCLUSIONS 

The United States has a vast capacity for making foreign invest- 
ments. This was demonstrated during World War I, when the 
country’s foreign investments first exceeded its foreign obligations, 
and again in World War II. In almost every year since it first be- 
came a net creditor, the country’s exports of goods and services have 
greatly exceeded imports. Moreover, the experience of World War 
II has shown that net exports in the interwar years might have been 
considerably increased if there had been effective demand for the 
goods from credit-worthy foreign borrowers. 

By 1929 the foreign assets of private investors in the United 
States exceeded the liabilities by 8.1 billion dollars on long- and 
short-term account. In addition the United States government was 
creditor to other governments for a total of roughly 11.7 billion 
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dollars — debts that later proved to be uncollectible. During the 
1930’s, however, there was a flight of foreign capital to the United 
States and a withdrawal of some American capital from areas where 
its safety was threatened. As a result of this increase in international 
obligations and decrease in investments, America again became a 
debtor nation — as it had been prior to World War 1 . During World 
War II its foreign indebtedness increased in spite of the tre- 
mendous outflow of its exports. This was because the great bulk 
of these exports was furnished to the allies as a contribution to the 
war effort, not on an investment basis. After VJ-day, United States 
government loans were extended to a number of countries with pre- 
ferred credit rating, and unilateral transfers of goods were greatly 
reduced. These loans built up the investment side of the inter- 
national balance sheet. 

No attention has been given in this chapter to the well-known 
fact that strains and shortages developed in the American economy 
as a result of the war effort. However, the experience of the years 
since 1929 shows that America’s capacity to invest abroad is not 
likely to be limited by its capacity to produce goods for export. A 
more effective limitation on American investments in the future is 
likely to be the capacity and willingness of foreign countries to 
accept American capital on a mutually profitable basis. This is a 
question that is explored in chapters that follow. 



CHAPTER III 

DEBTOR AND CREDITOR COUNTRIES, 1938 


American foreign investment in the future will depend in no 
small degree on the international debt and investment position of 
other countries. A number of countries have characteristically been 
borrowers, while others have been lenders. In the present chapter 
and the one that follows, we shall present the available data with 
regard to the principal debtor and creditor countries as a basis for 
gauging their position as potential competitors in the international 
investment market and their capacity to borrow foreign capital on 
a business basis. 

Consideration is given first to the situation existing in 1938. This 
was the last year before the outbreak of war in Europe, and also 
the last year for which reasonably reliable data have been com- 
piled with regard to the international financial position of most 
countries. The figures for 1938 together with the limited informa- 
tion available regarding changes that have taken place during and 
since the war furnish a basis for appraising the situation in 1947 
which is considered in the following chapter. 

I. INTERNATIONAL INVESTMENT MAP OF THE WORLD, 1938 

In 1938 more than 65 countries were enjoying a considerable 
measure of political independence, either as independent nations 
or as self-governing segments of an empire group. Only 10 of these 
— and no country with colonial status — were in the creditor class. 
Only 5 had net investments of as much as i billion dollars or more. 
Of the many debtor countries, only ii had net obligations of as 
much as i billion dollars. 

The great concentration of industry in a few countries in 1938 
was matched by a like concentration in the ownership of foreign 
securities and foreign properties. More than 63 per cent of the 
world total of foreign investments was held by 6 creditor coun- 
tries of Western Europe: Belgium, France, the Netherlands, 
37 
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Sweden, Switzerland, and the United Kingdom. Stated in dollar 
values, the gross amount of their foreign holdings was approxi- 
mately 34.8 billion dollars out of a world total of 55 billions. The 
rest of Europe held only 2 bdlions, for it was made up principally 
of debtor countries. Two North American countries — Canada, a 
debtor nation, and the United States, a creditor — together ac- 
counted for 13.3 billion dollars, or 24 per cent of the total. Other 
continents and countries taken together held only 2.6 billions. 
Finally, more than 2 billions of international investments could 
not be classified to show the creditor countries holding them, but 
the identity of the debtors was known. 

The debtor countries constitute a large and varied group that 
includes all colonial areas and many self-governing countries. In 
the main they were (and are) engaged primarily in the extractive 
industries — mining, agriculture, and forestry. One of them, Ger- 
many, was highly industrialized. Many were very poor, with low 
standards of livingj but some were very prosperous. There was 
also a wide variation in the amounts of their foreign obligations — 
ranging from only 12 million dollars for Liberia, to 6.6 billion 
dollars for the government and people of Canada. 

The map on page 39 shows the creditor or debtor status of the 
countries of the world in 1938. The heavily shaded areas show the 
countries with net investments or net obligations of i billion dollars 
or over. Lighter shadings are used for the small creditors and 
debtors. Four countries are left unshaded: From the viewpoint of 
the U.S.S.K., that country was neither a creditor nor a debtor.^ 
The scanty information available regarding Eire is inconclusive. 
Afghanistan is a country that apparently had no foreign investments 
and — except for a small noninterest-bearing debt to the British 
government— had no foreign obligations. Greenland also was neither 
a creditor nor a debtor. 

The map is based on the international balance sheets that are 
presented in Appendix A (pp. 285-343), These balance sheets show 
only the long-term debts and investments of the various countries 

'After the revolution of 1917 the U S.S.R. repudiated the outstanding- foreign 
debts of the Russian government, including 1 1 billion francs (a. 2 billion dollars) 
held by French investors, and smaller amounts in other countries. It also 
confiscated the direct investments of foreigners. This unilateral action left the 
Soviet -with no acknowledged financial obligations to foreign investors. 
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of the world— excluding the war and repai-ation debts left by 
World War 1 . The latter have long been in default, and events 
of recent years have brought to an end any possibility that they 
may be revived and payments resumed. Short-term items are 
omitted from the accounting since there are not many countries for 
which even the net short-term position is known, and very few 
countries for which a geographic breakdown of the short-term debts 
and investments is available. However, we have sulEcient informa- 
tion to indicate that, for the year 1938, inclusion of short-term 
items would not change the classification of countries as presented in 
the map, although it would change the net figure shown for each 
of the various countries. 

II. THE CREDITOR COUNTRIES 

Apart from the United States, the list of creditor countries in 
1938 included the following: Belgium, France, Italy, Japan, the 
Netherlands, Portugal, Sweden, Switzerland, and the United King- 
dom. Development of their colonial possessions accounted for a 
considerable share of the investments held by many of these coun- 
tries. In the past only three countries — the United Kingdom, 
France, and the Netherlands, with occasional co-operation from one 
or more of the others — provided important markets where foreign 
borrowers could obtain capital. Two members of the group, Italy 
and Japan, were better known as borrowers than as lenders. But 
both of them, in the course of expanding their political and economic 
domination over nearby areas, had spent large amounts for de- 
velopmental and other purposes. 

The United Kingdom was the ranking 
creditor country in rgsS. 

At the outbreak of World War I Britain was without question the 
leading creditor country of the world and continued to hold that 
position in 1938.^ Its total long-term holdings in overseas coun- 

“ It is impossible to determine, either for the United States or Great Britain, 
the extent to which obligations occasioned by inflow of flight capital offset 
foieign investments, but it is clear that the net foreign assets held by the United 
Kingdom weic larger than those of the United States. 
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tries, including some defaulted securities of questionable value, 
amounted to about 22.9 billion dollars}^ foreign obligations perhaps 
2 billions, more or lessj^ leaving net investments of roughly 21 
billion dollars. Some of these holdings trace back to early times. 
For example, some in the South Pacific began with the early opera- 
tions of the East India Company — organized near the close of' the 
sixteenth century to break the Netherlands monopoly of the spice 
trade. The subsequent growth in investments was interrelated with 
the history of the times — economic and political. 

On short-term account Britain was a net debtor in 1938 for 
around 3 to 4 billion dollars. An estimate published by the British 
government put the “net quick external liabilities” of the United 
Kingdom on August 31, 1938 at 3,685 million dollars." With this 
figure for short-term indebtedness included in the balance sheet, the 
investment balance for 1938 stands at roughly 17 billion dollars, 
a much larger balance of foreign investments than is shown for 
any other country. 

Of the 22.9 billion-dollar total of long-term investments over- 
seas, approximately 11,6 billions were placed in Empire coun- 
tries. The other 11.3 billions were in foreign countries. As they 
stand, these figures indicate that British investments were di- 
vided almost equally between Empire and foreign countries, and 
this would have been true if all countries had maintained the value 
of their governmental and other security issues at or near par. 
However, there had been marked deterioration in some British 
assets in foreign countries, while those within the Empire, par- 
ticularly the direct investments, were undervalued in many cases, 

* Conveited to dollais at 5 dollars to the pound. Bonds aie intluded at pai 
The method of valuing’ stocks and propeities is not cleaily shown m many of 
the souices consulted. For discussion of the difficulties to be faced in valuing 
foieign investments, see Dominion Buieau of Statistics, Canadtan Balance of 
Payments (1939), pp. 19-24 

* In the appendix only 1.3 billions of these are identified, but other countiies 
are known to have had some investments in Biitain, and the list probably is 
incomplete. 

“A year later they weie put at 476 million pounds, 01 1,920 million dollars 
(at $<1,03 =£i). British Infoimation Services, Staltsttcal Material Presented 
Dining the W ashmgton Negotiations (Text of a White Papei, Ctnd. S707, Pre- 
sented by the Chancellor of the Exchequer to Parliament,' Deccrabei 1945), 
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Shrinkage in Yield on Sodth American Securities, 1913 lo 1938“ 
(Sterling data are in millions of pounds) 


Country 

Outstanding 

Sterling 

Securities 
Yielding no 

Interest and Dividend 
Receipts 


Securities 

Return 

Amount 

Rate Pet Cent 

Argentina 

1938 

£442,3 

£191.6 

£11 0 

2 4 , 

1913 

357.7 

8 8 

17 7 

4.9 ' 






1938. . 

263.3 

190 1 

1 7 

0 6 

1913 

223.9 

7 1 

10.9 

4.8 

Chile 





1938, 

87.5 

12 0 

1 0 

1.1 

1913 . 

Colombia 

63.9 

0.2 

3 8 

5 9 

1938 

5.9 

4.2 

0 07 

1 2 

1913 

6.8 

1 7 

0 2 

3 3 

Cuba 





1938.. . . 

34.7 

25 9 

0 4 

1.1 

1913 

Mexico 

44.4 

2.0 

2.1 

4.8 

1938 . 

176.1 

165 1 

0.8 

0 4 

1913 . 

! 159 0 

39 0 

5 6 

3 7 

Peru 





1938 , 

29.4 

22.9 

0 4 

1 2 

1913 . 
Uruguay 

25.7 

9 4 

0 7 

2 7 

1938 

39.2 

13.1 

1.1 

2 8 

1913 

Venezuela 

46.1 

1.1 

2.1 

4.6 

1938 . 

18.8 

10.3 

1 5 

7 8 

1913., 

8 0 

0 5 

0.3 

3.3 

Total, 9 countries 





1938 . 

£1,097 2 

£635 2 

£18 0 

1 6 

1913 

935 5 

69 8 

43.4 

4 6 


“ Compiled from South Amettctin Journal, 1940, various numbers and pages 


Defaults on foreign government and other bonds during the 
1930’s and earlier years decreased the yield and the value of British 
investments in foreign countries. For example, it was estimated in 
1936 that Chilean securities with a par value of loi million 
pounds sterling had a market value of only 18.7 millions.*’ The 
widespread character of Latin American defaults is indicated by 
the table above covering nine Latin American countries. It 
shows that: (i) in 1913 some 7.5 per cent of the sterling securities 
outstanding were in default, increased to 58 per cent in 19385 (2) 

Depaitment of Overseas Trade, Refoit on Economic and. Commercial Con- 
ditions in Chile, May 1936, p. a8. 
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in 1913 the average rate of return on sterling securities was 4.6 
per cent, reduced to 1.6 per cent in 1938. In eight central European 
countries (Austria, Bulgaria, Germany, Greece, Hungary, Poland, 
Romania, Yugoslavia) the amount of interest paid in 1938 repre- 
sented only 26 per cent of the aggregate amoxmt dued 

British investments in Eatin America (4.7 billion dollars) and in 
these eight central European countries (i.i. billions) together 
accounted for a little more than half of the total placed in all 
foreign countries. As indicated above, these 5.8 billions repre- 
sented securities whose current market quotations were far below 
their original pars — although they also included some holdings of 
substantial value, such as Venezuelan and Romanian oil properties 
and Argentine government bonds. The other 5.5 billions placed 
in foreign countries were of relatively high grade,® but they too 
included some defaulted securities. On the whole, therefore, it 
would seem that the 1 1 .3 billions placed in foreign countries may 
have had a market value of around 7 billion dollars. 

The investment in British Empire countries, on the contrary, 
may have had a current value well above the 11.6 billion total 
shown by our figures. Half of this amount represented gilt-edged 
government and government-guaranteed securities of Canada, 
Australia, India, New Zealand, and the Union of South Africa.® 
The other half included many British-owned enterprises whose 
earnings were extraordinarily large in terms of their reported book 
values — mines, oil companies, and tea, coffee, and rubber planta- 
tions.^® Moreover, some British investments in companies oper- 
ating overseas undoubtedly have been omitted by the compilers of 
the data. If it were possible to make full allowance for the appre- 

’ Calculations for Central Europe are based on the expeiience of United 
States foreign dollar bonds, but sterling loans did not fare appreciably better than 
Ameiican Data are fiom Institute of International Finance BulleHn No. 10^, 
May 29, 1939, p. 23. 

“In this block weie the Suez Canal shares owned by the British government, 
which Disraeli bought for 4 million pounds in 1875 and which have since had 
a market value of more than 500 millions Leland H Jenks, The Migration of 
British Cafital to 1875 (19^7), p. 324, United Nations World, July 1948, p! 2. 

“Theie had been some defaults by Canadian provincial governments, but 
these were of little impoitance in comparison with the total. 

“ For the high rates of return earned on such holdings, see tables published by 
Sir Robert Kmdersley in the Economic Journal, for example, 1931, pp. 377 and 
380; 1939, pp. 684 and 690. 
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ciation in value and the undervaluation of some assets, this prob- 
ably would offset the decline in value of others, leaving the grand 
total not far from the 22.9 billion dollar total shown by our fig- 
ures/^ 

Britain’s balance of payments statements show that interest and 
dividends from overseas investments have long been of great im- 
portance in balancing the country’s trade and service accounts with 
the rest of the world, and in providing a surplus available for in- 
creasing these investments. During the late 1920’s there was a 
comfortable margin of receipts over expenditures on trade and serv- 
ice account, and the records indicate a comparable increase in over- 
seas investments. 

The depression sharply reduced the net amount of the country’s 
international receipts from all sources. Some new overseas issues 
were floated in the London market throughout the thirties, but it 
appears that some subscriptions were paid with funds received from 
the amortization of former lendings, and some were taken by foreign- 
ers. In the meantime there was some flight of short-term capital to 
Britain, as well as to the United States, and this foreign money may 
have helped the British indirectly in their financing of long-term 
loans to other countries. Britain was with difficulty maintaining its 
position as a source of new capital for overseas enterprises and bor- 
rowers.’^ 

The Netherlands was a creditor 
country of importance in 1938, 

In 1938 Dutch long-term investments abroad amounted to about 
4.8 billion dollars. Of this, 2 billions were placed in the colonies of 
the Netherlands, largely in tin mines, rubber plantations, and other 
cnterprises operating in the East Indies. Almost i billion was 

” According to two British writers, the value of Britain’s overseas invest- 
ments would have been somewhat higher at market prices ruling in 1939 than 
at par or nominal values, N. Kaldor and T. Barna, The Economic Journal 
(19+3)1 P- z6in- 

“For basic data see League of Nations, Balances of Paynjenfs, (1939'), 

pp 125-36. 
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placed in the United States. Investments in Europe amounted to 
1.6. billions, of which considerably more than half was in countries 
where there had been no defaults down to the end of 1938. Little 
information is readdy available concerning offsetting long-term 
obligations, but the total probably was not more than 500 million 
dollars, perhaps less. Net long-term investments, therefore, stood 
at about 4.3 billion dollars.^® 

In the main the Dutch are, and long have been a nation of 
small savers who buy foreign securities in small lots. But they pool 
their individual holdings of various types of securities under the 
management of one or another of the big Dutch banking houses 
and thereby gain many of the advantages that attach to large-scale 
holdings. They also have built up some very important direct 
investments, not only in the colonies but also in concerns operating 
on a world-wide scale, namely in four great trusts operating in 
as many fields of production, (i) The Unilever N.V. which, to- 
gether with the British Lever Bros., controls the greater part of 
world production of margarine, soap, and various raw materials} 
(2) Royal Dutch Shell in which there is both Dutch and British 
capital} (3) Algemeene Kunstsijde Uni (Aku), one of the world’s 
big rayon manufacturers, formerly connected with the German 
Bemberg concern} (4) the Phillips Gloeilampetj, producer of elec- 
trical equipment, with many subsidiaries and affiliates throughout 
the world. 

The investment history of the Dutch antedates that of the 
United Kingdom. By the year 1700 they numbered England, 
France, Russia, and many other European countries among their 
debtors and had made loans to colonial enterprises in various parts 
of the world. The following century was one of retrogression for 
them, but, with the close of the Napoleonic wars, they began re- 
pairing their fortunes. They also renewed their activities as ex- 
porters of capital, with the result that the Amsterdam stock ex- 
change became highly international in character. Following World 

” Short-term foreign liabilities of Netherlands banks (as lepoited by 78 banks) 
exceeded shoit-term assets by about 55 million dollais m 1938 Of long-teun 
obligations we have been able to identify only ai million dollais in all. 
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War I it played an important part in providing a market for exist- 
ing foreign securities, and Amsterdam bankers participated in the 
flotation of many new foreign issues. 

France, long a major creditor country, 
had lost ground by 1^38. 

At the outbreak of World War I, France had foreign and 
colonial investments of about 9 billion dollars gross, or something 
less than 8 billion dollars net. French losses during and after the 
war were heavy for several reasons. Russian loans amounting to 1 1 
billion gold francs (2.2 billion dollars) in 1914 were repudiated 
by the new U.S.S.R. government. Some Turkish and Austro- 
Hungarian bonds were virtually repudiated by the governments of 
successor states. Some high-grade securities were liquidated dur- 
ing and after the war. Important losses resulted from the deprecia- 
tion of the franc and the resulting decrease in value of bonds issued 
in French francs. 

New investments made in the colonies and foreign countries 
during the twenties and thirties were smaller in the aggregate than 
these war and postwar losses. By 1938 the total of long-term in- 
vestments amounted to roughly 3.9 billion dollars, against which 
there were obligations of about 560 millions or more, leaving net 
investments of about 3.3. billions. 

Of the 3.9 billion-dollar total held in 1938, about 1.2 billions 
were placed in the colonies, 916 millions in European countries 
where defaults were prevalent and less than 320 millions in other 
European countries, 377 millions in Latin America, 512 millions 
in Asia and Oceania (including about 300 millions in Turkey), 408 
millions in the United States, 40 millions more or less in Canada, 
and 316 millions in Egypt and Suez, South Africa, and Rhodesia. 
Barring their political value, probably half of these holdings would 
have had to be marked down to bargain prices to have found a 
market in 1938. On the whole, the French have long made their 
lending power an adjunct of their foreign policy — with unhappy 
results. This explains their large prewar loans to Russia and Turkey 
and their continued lending to the less prosperous countries of 
Europe during the 1920’s. 
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It has been estimated that during most of the 1930’s the interest 
and dividend receipts of the French from colonial and foreign in- 
vestments amounted annually to about 140 million dollars (or 
roughly 40 per cent of the amount received from this source in 
1914).’^ Thisj together with receipts from other services, sulEced 
to cover the adverse trade balance, with a sizable amount remaining 
for paying off some existing foreign indebtedness or for increasing 
their overseas investments. As a matter of fact, they did rapidly 
scale down their external debt — while promptly meeting contrac- 
tual interest and amortization payments. But aside from some de- 
velopmental loans for the colonies, they were discouraged from 
adding to their foreign portfolio because of the political and eco- 
nomic difficulties threatening the future of many countries, French 
investors were also disturbed from time to time with regard to 
the international financial situation of the country and, after the 
outbreak of the Italian-Ethiopian hostilities, by the threat of war 
in Europe. The result was that France was subject to recurrent 
flights of capital during the 1930’s, while gold was alternately 
hoarded in France and sent to the United States, Britain, and 
Switzerland for deposit to French accounts. 

Of other creditor mttons, only Switzerland and 
Belgium were imfortcmt sources of loan cafital. 

Swiss bankers developed at Zurich a financial market that at- 
tracted foreign funds in considerable amounts for investment and 
in many cases for safekeeping. This in turn gave Switzerland 
additional importance as a source of a capital for foreign borrowers, 
and following World War I the Swiss market participated in a 
number of loans that originated in London, New York, or Paris. 
Available information indicates that in 1938 Swiss long-term invest- 
ments amounted to 1.6 billion dollars gross, or 1.4 billions net. 
These were concentrated in two areas: 780 million dollars in 
Europe and 763 millions in the United States, Only 67 millions 
were placed elsewhere, including 57 millions in South America. 

“League of Nations, Balances of Payments, igsS (1939), p. 53. 
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Belgium also furnished a market for trading in existing foreign 
securities, and occasionally participated in new foreign issues. 
Belgian investments amounted to about 1.3 billion dollars, the 
greater part being divided about equally among the Congo, 
European countries, and South America. Offsetting obligations of 
435 millions were held principally in Europe. 

Sweden, a country that was gaining recognition as an exporter 
of capital, had some 381 millions invested in foreign countriesj 
more than half of it in defaulting countries of Europe and South 
America. 

Portugal had total foreign investments of about 394 million 
dollars. This included 300 millions more or less in its former 
colony, Brazil, whose default in the thirties brought great hard- 
ships in Portugal. An additional 92 millions were invested in the 
colonies. 

Jafan and Italy were creditor countries as a result of their in- 
vasions of nearby areas. Japanese investments totaled 1.2 billion 
dollars, of which almost i.i billions were placed in Chinese terri- 
tory. The long-term foreign obligations of the Japanese amounted 
to 534 million dollars, held principally in the United Kingdom 
and the United States. Italy’s 424 million dollar gross total in- 
cluded 201 millions of unproductive investments in its recently 
acquired East African colony. Most of the remainder was invested 
in European and South American countries where defaults were 
heavy. The evidence is inconclusive, but in the light of Italy’s 
long dependence on foreign capital, and in view of the fact that 
balance of payments estimates show payments — not receipts — on 
interest and dividend account, it is probable that unidentified 
foreign obligations exceeded investments, barring the so-called 
East African investments. 

The long-term debts and investments of the ten creditor coun- 
tries may now be summarized for 1938. Information regarding the 
short-term position of most of them is incomplete or almost en- 
tirely lacking and is not included in the summary. Figures are in 
billions of dollars. 
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Net 


Country 

Investments 

Obligations 

Investments 

United Kingdom 

.22.9 

2± 

21::t 

United States 

11.5 

7.0 

4.5 

Netherlands 

4 8 

0.5 

4.3 


3.9 

0.6 

3 3 

Switzerland 

1.6 

0 2 

1.4 

Belgium 

1.3 

0.4 

0.9 

Japan 

1 2 

0.5 

0.7 

Sweden 

0.4 



Portugal 

0.4 



Italy 

. 0.4 




In general, available information for these countries is more 
complete for investments than for debts — the outstanding excep- 
tion being the data for the United States, where careful attention 
has been given to both sides of the account. Also, the data for the 
several countries are not strictly comparable. Therefore too much 
emphasis should not be placed on a country-by-country comparison. 
However, the figures serve as rough indicators of the relative posi- 
tion of the members of the creditor group, 

III. THE DEBTOR COUNTRIES 

The list of debtor countries in 1938 included practically all of 
the colonial areas of the world and most of the self-governing 
countries. In general colonial areas were unimportant as outlets 
for American capital— being primarily dependent on their re- 
spective mother covmtries for whatever external capital was used 
in their development. American investment experience was con- 
fined principally to the self-governing countries. Among them 
were some that in 1938 were not meeting payments on their exist- 
ing obligations. There were also some whose trade and service 
operations were in easy balance, with some net income available 
for increasing their own foreign investments or reducing their 
foreign obligations. 

In jpsS only ii debtor countries had foreign long- 
term obligations of as much as i billion dollars. 

Together these 1 1 countries accounted for 30.5 billion dollars of 
foreign long-term obligations, while the aggregate for all other 
debtor countries was about 14 billions, out of a world total of 55 
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billions. The remaining 10-5 billions represented foreign obliga- 
tions of the creditor countries — including the 7 billion-dollar total 
for the United States, which was larger than that for any debtor 
country. 

The table below shows the total foreign obligations of the 
principal debtors and indicates how much represented foreign 
control over their industries and resources, how much represented 
portfolio obligations. For purposes of comparison it also shows 
their foreign long-term investments. 


Long-Tehm Position or the Prihcipai. Debtor Countrie.s, 1938 
(In billions of dollars) 



“ We have not been able to determine the character of the remaining 800 millions of 
Australian obligations. 


Canada, at the top of the list, is a highly prosperous member of 
the British Empire. Although a large producer of food and in- 
dustrial raw materials, it also is growing in importance as a manu- 
facturing country. Because of its nearness to the United States, 
most of its foreign-controlled industries, and about 40 per cent 
of its portfolio obligations, were owned in this country in 1938. 
Of the 6.6 billion total of Canadian obligations, about 3.8 billions 
were held here and almost 2.7 billions in the United Kingdom. The 
small remainder was held principally by other European countries. 

Australia, another prosperous member of the British Empire, 
owed most of its foreign obligations to the people of the mother 
country. The greater part was in the form of bonds issued by 
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the Commonwealth or by state governments, but there were some 
British-controlled manufacturing and mining companies in Aus- 
tralia in 1938, and some operating under American control. 

Argentina, with a per-capita income higher than that of any 
other Latin American country or of most European countries, 
was one of the principal debtor nations. Its foreign obligations 
amounted to some 3.2 billion dollars, of which British investors 
held almost 2 billions. British holdings included i.i billions in 
British-controlled railways (yielding a very low rate of return in 
the 1930’s), 500 millions in other British-controlled enterprises, 
and 338 millions in government or government-guaranteed securi- 
ties. American investors held 582 millions. This included 388 mil- 
lions in American-controlled public utilities, manufacturing, and 
distributing enterprises — principally in the oil and naeat-packing 
industries— and 194 millions in government bonds. Other Euro- 
pean countries held practically all of the remainder. 

India, a British Empire country where the standard of living 
for most of the people is very low, had 2.8 billion dollars of foreign 
obligations in 1938. Practically all of this (2.7 billions) was held 
in the United Kingdom. It included 1.5 billions of government 
debt and government-guaranteed railway debt, and 1.2 billions of 
direct investments. 

Germany was a creditor country from the close of the Franco- 
Prussian War until the close of World War I, but thereafter re- 
turned to its former debtor status. Most of its foreign holdings 
were liquidated during the war or turned over to the Reparation 
Commission at the war’s end. In the postwar period — from the 
time the Dawes loan was issued in 1924 until foreign lending was 
suspended in the early 1930’s — Germany received large amounts 
of foreign capital in the form of loans and direct investments. These 
German obligations were widely held in Europe and the United 
States and were considerably greater than Germany’s own post- 
war investments abroad. On short-term account Germany was a net 
debtor to the extent of not less than r.2 billion dollars. 

China was charged with foreign obligations of roughly 2.6 bil- 
lion dollars in 1938. This included i.i billions of Japanese claims 
— partly against China proper, but in large measure against 
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Maiichukuo, the puppet state that had been carved out of Chinese 
territory. More than half of the remaining 1.5 billions was held 
by the British and was invested principally in British companies 
operating in Shanghai — with smaller amounts in companies operate 
ing in other Chinese cities and in loans to the Chinese government. 
American and European investors held practically all of the re- 
mainder. The one-time sizable Russian investment was greatly 
reduced in 1935 by the sale of the Chinese Eastern Railway (now 
the North Manchuria Railway) — sold to the Japanese at a bargain 
price. 

The Netherlands East Indies , with foreign obligations of 
roughly 2.4 billion dollars, owed 1.9 billions to Dutch investors— 
including the government of the Netherlands. Of this amount 
about 1 .25 billions represented Dutch ownership and control of tin 
mines and smelters, rubber, sugar, tea, coffee, and spice plantations, 
and petroleum wells and refbreries — very profitable investments 
on the whole. The remainder of the Dutch holdings (about 650 
millions) was in bonds and debentures of East Indian governments 
and industrial concerns. 

Brazil^ an underdeveloped country with a sparse population in 
its vast interior and with important but comparatively inaccessi- 
ble natural resources, had foreign obligations of about 2 billion 
dollars in 1938. Britain, the United States, and Portugal were the 
principal investors, in the order named. The greater part of the 2 
billion-dollar total (something like 1.3 billions) represented the in- 
debtedness of federal, state, and local governments, including the 
debts of state-owned railways. Some 700 millions, more or less, 
were accounted for by American-controlled companies, particu- 
larly public utility, manufacturing, petroleum, and distribution 
enterprises, and by British and British-Canadian railways, utili- 
ties, and other companies. 

Mexico is a country whose long history as an importer of capital 
has been marked by political revolution, class struggle, and ef- 
forts toward economic and social reform. Its government has 
issued bonds for many purposes — as subsidies to foreign enter- 
prises, in exchange for nationalized railways and nationalized agri- 
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cultural lands, and for sale in foreign markets. The history of this 
debt is a long story of aggregate issues far larger than the country 
could service, and consequent early defaults. In general, Mexico’s 
mines have yielded good returns to foreign concessionaires, in 
spite of difficulties and losses during periods of revolution and 
Indian uprisings. Its oil was a source of great wealth to foreign 
companies for several decades, but at the close of 1938 such hold- 
ings were in process of being appraised for government expropria- 
tion. As is well known, British and American investors were Mex- 
ico’s principal creditors. In the table on page 321 an attempt has 
been made to summarize the foreign obligations of the country as 
they stood in 1938 (bonds at par and direct investments at book 
value). Under the circumstances, however, the market value of 
the portfolio debt was of course close to zero, and the value of oil 
properties was open to question. 

The Union of South Africa, one of Britain’s prosperous, self- 
governing dominions, is usually grouped in investments studies 
with two nearby Empire units— the protectorate of Northern 
Rhodesia and the colony of Southern Rhodesia. Together, these 
three important mineral-producing territories had external obli- 
gations of almost 1.4 billion dollars in 1938. British-controlled 
mining companies accounted for about half of the total, and most 
of the remainder represented government borrowing in Britain. 

Chile, like most other South American countries, had looked to 
Europe for capital— principally to Britain— until shortly before 
World War I. American participation in the nitrate industry and 
acquisition of the country’s low-grade, but extensive, copper ores 
began around 1909-10. This was followed shortly by aggressive 
and large-scale exploitation of these minerals, and by investment 
in the country’s more limited iron ore resources. At the end of the 
war, Chilean bonds were taken in considerable amounts in the 
American market, and practically all were in default in 1938. Both 
American and British manufacturing companies operate in Chile, 
but Chilean citizens have provided most of the capital for this 
industry. Chile’s foreign obligations In 1938 aggregated almost 1.3 
billion dollars, of which 612 millions were held In the United 
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States, 410 millions in Britain, and minor amounts in other Euro- 
pean countries. 

American investments were of outstanding importance in the 
case of only two of these 1 1 countries. One of them, Canada, had 
large foreign obligations, but had ample capacity for meeting the 
payments involved and was itself an investor of growing im- 
portance. The other, Chile, was in default on all of its external 
debts. American investments were large in three other countries, 
out were almost equalled or exceeded by the investments of one of 
the other creditor countries. These three countries — Brazil, Ger- 
many, and Mexico— had stopped paying interest on most or all 
of their foreign debts before the end of 1938. The remaining six 
countries were bound by political or economic ties to one of the 
other creditor countries, and the greater part of their foreign 
obligations were held in those countries. 

There •mere many ” small debtor'^ 
countries in 1938. 

By ‘‘small debtors” we mean countries whose net foreign obli- 
gations amounted to less than i billion dollars. This category was 
made up of the Balkan-Danubian group of countries (including 
Poland), most of the Baltic area (Denmark, Estonia, Finland, 
Latvia, Lithuania, Norway), all but three South American coun- 
tries, most of the Caribbean area and the Near East, and practically 
all colonial countries of Africa and Asia. 

In terms of physical resources, the “small debtors” had many 
characteristics in common. Barring the African colonies, they were 
small in area. In the main, they were lacking in industrial develop- 
ment and were dependent on a few agricultural or mineral ex- 
ports for the foreign exchange used in obtaining imports and in 
meeting other foreign payments. Development of their principal 
productive resources in many cases was m the hands of foreigners. 

Judged as credit risks, these countries differed widely in 1938. 
Perennial political upheavals made foreigners wary of placing 



DEBTOR COUNTRIES 55 

capital in some of them, while stable and thrifty governments 
made others attractive. Many had long since stopped paying inter- 
est on debts they had contracted in foreign countries— even using 
available foreign exchange for buying back their defaulted bonds 
at greatly reduced prices. Others were meticulous in observing 
the terms of their loan contracts. 

In the Balkan-Danubian area and Poland, mineral deposits 
have proved attractive to foreign enterprise. Romanian oil, Polish 
zinc, Yugoslav copper, lead, zinc, and bauxite, and also the metal- 
lurgic industries of the area have attracted foreign capital. Such ven- 
ture capital probably accounted for less than one third of the total 
foreign obligations of this group. British investors held about 26 
per cent of the 3.3 billion-dollar total for the area, French 17 per 
cent, and American 12 per cent. 

The Baltic area offered comparatively little attraction to for- 
eign equity capital, aside from water-power sites for manufactur- 
ing in Norway. Direct investments accounted for only 24 per cent 
of total foreign obligations. Bond issues of these countries were 
highly regarded in foreign markets, many of them selling well 
above par in 1938. Here the principal investing countries were the 
United States, Britain, and Sweden. 

Oil in Iran, Iraq, and nearby countries, Turkish chromite, and 
also the strategic political importance of the Near East (including 
Egypt and Suez) drew considerable amounts of both direct and 
portfolio investments to this part of the world. France was the 
principal investing country, with the United Kingdom a close 
second, and the United States a poor third. 

In South America, development of oil and other mineral de- 
posits required large capital expenditures and yielded highly satis- 
factory returns. In the Caribb^,^' foreign capital was invested 
principally in sugar and fruit. These and other direct investments 
made up more than 70 per cent of all foreign obligations of the 
“small debtors” of Latin America — portfolio investments having 
been greatly reduced by repatriation of the government and gov- 

Excluding- the colonial countiies. 
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ernment-guaranteed bonds issued in the 1920’s. Some 60 per cent 
of the total was held in the United States, 24 per cent in the United 
Kingdom. 

In colonial countries, with one exception, the investment of the 
mother country far exceeded that of all others combined. The ex- 
ception was Angola (Portuguese Africa) where British invest- 
ments apparently were somewhat larger than those of Portugal. 

Little has been said above regarding the foreign capital sent to 
the United States during the 1930’s. This was because the owner- 
ship, and even the source of such capital was in many cases hidden 
from the authorities in order to evade controls imposed by the 
foreign governments concerned, and to avoid taxation and possible 
seizure of the capital.’® However, it is clear that the flight of 
capital which affected America’s investment position by creating 
large nominal obligations, had its counterpart in increasing the 
investments of the coiuitries from which it came. Given a return 
of stable conditions, much of this capital might have been expected 
to return to the countries to which it belonged. However, because 
of the impending war, instability increased rather than abated. 

” Some of this capital (from various countries) was deposited with Swiss banks 
as a means of hiding' the identity of the beneficial owners, and was then de- 
posited with American banks to the account of the Swiss banks. On plans for 
coaxing this capital to return home, see The Statist, Feb. 14, 1948, pp. 170-71, 



CHAPTER IV 

DEBTOR AND CREDITOR COUNTRIES, 1947 

Since 1938 important shifts have taken place in the debtor- 
creditor position of a number of countries. With one minor excep- 
tion, all of the foreign countries in the creditor group in 1938 have 
experienced some impairment of their international balance sheets, 
and some must now be classed as debtors. Among those that 
formerly were net debtors, some have substantially improved their 
international finaircial position, while others face an increased 
burden of foreign debt. 

It is still too early to measure all of these changes accurately 
and in detail, although an attempt will be made in this chapter 
to determine their present order of magnitude and direction. In 
general, no effort will be made to deal with the many relevant 
questions that remain unsettled — questions regarding reparations, 
territorial changes, shifts in political relations and controls, and the 
valuation of and compensation for foreign enterprises recently 
expropriated in Eastern Europe. The purpose is to analyze the 
debt and investment position of all countries for which data are 
available for the light that such data shed on potential outlets for 
American capital. 

I. SHIFTS AMONG THE CREDITOR COUNTRIES 

Of the nine foreign countries included in the creditor group in 
1938, all but three have engaged actively in the most costly war 
in history, and have seen their international financial position 
deteriorate as the war progressed. Even the neutrals, Portugal ex- 
cepted, have suffered losses, 

Britain’s foreign obligations now 
exceed its foreign imestments. 

Britain’s expenditures in overseas markets during and since the 
war were far greater than current receipts from the export of goods 


SI 
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and services. In the early months of the war these deficits were 
met through the export of gold/ the liquidation of assets that could 
be sold for dollars and other acceptable foreign exchange, and 
by borrowing. Somewhat later, aid furnished under the terms, of 
lend-lease and mutual-aid agreements greatly reduced the deficits 
that otherwise would have appeared in Britain’s trade and service 
transactions with the rest of the world. However, a very sizable 
uncovered balance has remained each year. 

Use. of foreign exchange. The supply of dollars held by al] 
British Empire countries at the end of August 1939 stood at ap- 
proximately 1,050 millions, of which Canada held 356 millions.^ 
A few days later, when Britain entered the war, it became im- 
portant that these quick assets be mobilized. Therefore, Britain 
required or persuaded some satellite states and all Empire coun- 
tries, except Canada, to pool their existing and future dollar re- 
sources under British control. 

During the war the expenditures of American troops stationed 
in “dollar pool” countries and the cash purchases by the United 
States yielded these countries considerable amounts of dollars. 
Since 1945 Britain has continued to obtain dollars through the 
operation of the dollar pool and other borrowing, but has spent 
large amounts for current imports. At the end of June 1947 its 
holdings of dollars, as reported by United States banks, stood at 
328.5 millions. In addition it had 1,700 million dollars represent- 
ing the unused portion of the United States Treasury loan negoti- 
ated in 1946,® and 500 million dollars remaining from the Cana- 
dian loan.* Total available dollars, therefore, stood at 2,528 
millions or 629 million pounds sterling as of July i, 1947. 


’ Gold holding's of the Bank and the Equalization Fund declined from 3,449 
million dollars at the close of 1938 to *92 million dollars in 1940, increased to 
about 2 o billion dollars m September 1947. Federal Reserve Balletcn, February 
1948, pp. 246, 251. Dollar values were calculated at $35 per oz. U. S, Board 
of Governors of the Fedcial Reserve System, Banking and Monetaty Statistics 
(1943), p. 534. 

Bank for Internation.al Settlements, Fourteenth Annual Re-port (end of 1 944) , 
p. 132. 

Reduced by the end of September to 435 millions. 

‘Labor and Industry in Biitain, Vol. 5, Septembei-October 1947, p. 179. 
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Sale of long-term investments. At the beginning of the war 
Britain had overseas investments amounting to some 4.6 billion 
pounds (23 billion dollars at the rate of exchange ruling at that 
time)/ If these holdings could have been liquidated without loss, 
they would have provided a very large volume of purchasing power 
in foreign markets. But they could not be liquidated without loss. 
In fact, if they had been thrown on world markets at whatever 
price they would bring, these large offerings would soon have 
disorganized the securities markets of the world and panic would 
have followed. Market sales of such securities, therefore, were 
handled with caution and were restricted in amount. In addition, 
Britain has disposed of some large blocks of securities, by dealing 
directly with the overseas governments that originally issued them. 

India is the country where repatriations of securities have been 
largest. Under wartime agreements of the Indian and British gov- 
ernments Britain made large expenditures for airfields and other 
military installations in India, and for the equipment, supplies, 
and remuneration of Indian troops serving outside India. The 
necessary payments in rupees were made by the Indian govern- 
ment, and corresponding amounts of sterling were credited to that 
government’s account in London. In this way India accumulated 
the sterling it used in repurchasing its securities (government and 
railway) and railway annuities formerly held in Britain, and the 
large sterling balance remaining to its credit in London. In effect, 
Britain sacrificed its Indian securities to obtain Indian aid in the war. 

Other countries, principally Canada, South Africa, Argentina, 
and the United States (prior to our entry in the war), have also 
repurchased some of their securities from the British. The proceeds 
of these sales were used by the British government for the purchase 
of goods, for the erection of war plants in the United States and 
Canada, and for settling trade debts in South Africa and Argentina. 

By the close of 1946, according to the Chancellor of the 
Exchequer, the suras realized from the sale of long-term overseas 
investments had amounted to a total of i,ii8 million pounds 


'For details see App. A, p. 318. 
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sterling.® In 1947 this total was increased to 1,268 million pounds 
by Argentina’s repurchase of its British-controlled railway systems 
— at a price of 150 million pounds for an investment formerly 
valued at 250 millions.'’ These iiepatriations reduced Britain’s 
overseas investments from the 4.6 billion pounds held in 1938 to 
about 3.3 billions at the middle of 1947. 

New loans and investments. Foreign repurchases of investments 
considered above, have been partly offset by new loans, credits, 
and direct investments made by the British. In a report to Parlia- 
ment April 30, 1947, foreign loans and credits extended by the 
government were put at 275 million pounds or roughly i.i billion 
dollars (of which 700 million dollars had been utilized by the 
close of 1946).® In addition, the government had paid almost 1.6 
billion dollars (387 million pounds) on its subscriptions to the 
World Bank and Fund and had arranged the Anglo-French finan- 
cial agreement of April 1946. This requires that France settle its 
1945 trade debt by transferring to the British sterling securities 
to a total of 105 million pounds.® Some of the securities that will 
thus be acquired from France were issued by foreign borrowers and 
will increase Britain’s foreign assets. Others were issued by the 
British government or British industries, and their acquisition will 
decrease Britain’s foreign liabilities. In both cases the effect will be 
to improve Britain’s international position. 

New private investments include loans, estimated at 103 million 
pounds, and an unknown amount of new direct investments. 
Among the latter are new oil developments in Venezuela and the 
Middle East, expansion of the Lever Brothers investment in 


° The Fnmncial Tunes, Nov, 27, 1946, p. i. The total reported foi the middle 
ef 194s was 1,117 million pounds. Statistical Material Presented During the 
Washington Negotiations, Cmd. 6707, App. 3. 

^ Of which about 222 million pounds were held in Britain 
*Bank for International Settlements, Seventeenth Annual Report, June 1947, 
pp 122, 123, 136. 

Fifty millions were to be transferred by Mar. 31, 1947, an additional 30 
millions during the next 12 months, and the remaining 25 millions by March 
1949. In September 1946, 100 million pounds of current French debt to Britain 
was funded into a long-term debt, interest at of i per cent. The Economist, 
Sept 21, 1946, p. 450. 
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African vegetable oils, and new Anglo-American Corporation in- 
vestments in South African gold mining. 

Short-term debts (or sterling balances). During and since the 
war, exchange-control and monetary agreements with many coun- 
tries have made it possible for Britain to buy goods and services 
in outside markets far beyond its immechate capacity to pay. The 
dollar pool and the arrangement with the Indian government 
have been mentioned in preceding paragraphs. But short-term 
debts also accumulated as a result of adverse trade balances, and 
these were evidenced by sterling accounts in London to the credit 
of foreigners. Also, in most countries where Britain maintained its 
armies, the local currencies required for the purpose were provided 
by the central banks of the host countries — against sterling credits 
in London. These agreements thus provided funds to meet current 
requirements, but resulted in large short-term debts in the form 
of so-called sterling balances. 

The net amount of the sterling balances was officially reported 
at 3,480 million pounds (or 14 billion dollars) at the close of 
1946.^° Six months later, after further repatriations of British-held 
securities, it stood at something like 3.3 billion pounds.^^ 

The size of this short-term debt and Britain’s present inability 
to deal with it is one of the difficult international problems left by 
the war. Before the war it was customary for the central banks and 
currency boards of many countries to keep some balances in 
London— as currency reserves, banking reserves, or as contingency 
funds to meet possible exchange difficulties. But the balances held 
for these purposes were then relatively small — estimated officially 
at 476 million pounds as of August 31, 1939.^’’ 

Long-term borrowing. Long-term borrowing abroad financed 
only a minor part of Britain’s foreign purchases during the war. 
In 1946, however, the government obtained a large long-term loan 
from the United States and another from Canada. With these 

^^National Income amt Exfenditmes of the United Kingdom ig^S to ig^S 
April 1947, Cmd. 7099, p 49. 

^’^This total is itemized by countries in App. B, p. 34J. 

” Statistical Material Presented During the Washington Negotiations, Crad. 
6707, p. II. 
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loans included, the long-term foreign borrowing of the British 
government stood at about 1.5 billion pounds sterling in the sum- 
mer of 1947. The items included were as follows, in miJ lions: 

Canadian loan of 1946 , $1,250 

Reconstruction Finance Corpoiation loan 205 

United States credit for postwar lend-lease, surplus property, 

and other settlements . 650 

United States Treasury loan of 1946 . . 3,750 

Total . . . $5,855 = Xl,453 

Britain’s international balance sheet. Brought together in a sum- 
mary statement, the several classes of external debts and invest- 
ments considered above show Britain’s international creditor or 
debtor position. It must be noted that, for reasons considered below, 
this statement furnishes an incomplete picture of the situation. 

Balance Sheet of Britain’s Foreign Investments and Debts, 1947“ 
(Mid-year figures, in millions) 

Long-term Investments: 

Prewar 44,582 

New foreign loans, goveinmcnt and piivate . 382 

Paid-up subscriptions to World Bank and Fund'’ 387 

Reduced by repatriations — 1,340 

Total long-term investments ... 44,011 

Long-term liabilities. 

Prewar . . . , £ 400 

Incurred since 1938 . . 1,453 

Total long-term liabilities . , 1,853 

Excess of investments, long-term . . . . ,42,158 

Short-term assets (foreign exchange balances, including 
unused portion of dollar loans) . 4 629 

Short-term liabilities (sterling balances) . 

Prewar (August 31, 1939) , . ., £ 476 

Incurred since outbreak of war . 2,827 

Total short-term liabilities . . , . .. 3,3 03 

Excess of liabilities, short-term , 2,674 

Net liabilities , , , , . £ 516 

“ The geographic distribution of some balance sheet items is given in App. B, 
pp. 345-47 

'’The subscription to the Fund is paid in full, but the Bank has called for 
payment of only 20 per cent of the subscriptions of the respective countries. 
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Some British investments have lost much of their value as a 
result of war damage, but the extent of this loss qannot now be 
determined. There is also some question regarding the amount by 
which long-term assets have been reduced by repatriations — since 
the figures for repatriations show British receipts from such sales 
rather than the value formerly attributed to the assets sold. The 
investment figure is also subject to error because it takes no account 
of new direct investments that have been made. Finally, the figure 
given for sterling balances may overstate the amount Britain will 
ultimately have to pay its creditors: A considerable portion — esti- 
mated by the London Economist at 40 per cent of the total — will 
be required for currency and banking reserves, commercial balances, 
and the like.^** Some may be converted into long-term, noninterest, 
or very low interest debt. Some may be canceled in part, such 
cancellations of indebtedness being akin to the action of the United 
States in wiping out wartime lend-lease claims against its allies.^^ 
The figures given above make no allowance for such possible 
changes. 

As the balance sheet stands, (page 62) it shows that by 1947 
Britain had shifted from creditor to debtor status. Its long-term 
assets exceeded liabilities by almost 2.2 billion pounds or about 
8.7 billion dollars. But short-term liabilities were greater than 
assets by 2.7 billion pounds or about 10.7 billion dollars. On 
balance, therefore, the country’s overseas liabilities exceeded com- 
parable assets by a half billion pounds or 2 billion dollars. 

The future significance of Britain’s recent shift in international 
financial status is not yet clear, although it is certain that it increases 
the country’s balance of payments difficulties. This applies particu- 
larly to the short-term sterling debt whose payment, even if spread 
over a long period of time, would absorb any net income the 
country might develop for years to come. Estimates for 1946 and 
1947 show an alarming excess of goods and service imports over 
exports — in absolute amounts and in comparison with the 1930’s. 

” Tl'e Economist, Dec. 15, T945, p. 877. 

” Gifts of sterling balances already made to the mother countiy include i bil- 
lion dollars in 1941 by Canadas and in 1946 a gift of 25 million pounds by 
Austialia, t2 5 millions by New Zealand, and t million by South Africa. 
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Because of Britain’s dependence on outside sources of supply for 
much of its food and industrial raw njaterials, such a worsening of 
the balance of payments is a serious matter. 

British writers point out that in the two years since the war, 
production for export was hampered by the diversion of labor and 
materials to the repair of war-damaged factories, houses, and ships. 
Also, some exports were used by the government for meeting 
raditary and occupation costs, foreign relief and rehabilitation, and 
the like, and therefore were not available for meeting payments for 
imports. Deficits resulting from these causes presumably are of a 
temporary character, but meantime they have added to the foreign 
indebtedness of the country. 

There are some favorable factors in the situation that are likely 
to be overlooked. On interest and dividend account, receipts from 
overseas— although considerably reduced— are larger than pay- 
ments.” This is explained by the fact that the country’s external 
liabilities pay very low rates of interest; The foreign-owned sterling 
balances that account for most of the short-term liabilities pay only 
Yz of I per cent, while the 5 billion dollar long-term debt to 
Canada and the United States will pay no interest until 1951, and 
none thereafter in any year when certain criteria indicate that the 
agreed waiver of interest is necessary. Against these low-interest 
obligations the country still has a very large total of long-term 
foreign assets, in spite of liquidations, and many of them yield 
high returns. Moreover, Britain’s postwar program of assistance 
to the colonies for development purposes, together with the in- 
creased direct investments of some British companies, promise 
additional foreign earnings in the future. 

The European Recovery Plan — or the Marshall Plan— envisages 
a large measure of direct aid for Britain, including economic as- 
sistance for the colonies. Moreover, by accomplishing its purpose 
of stabilizing conditions in other countries and improving world 

“Net receipts of interest and dividends for 1947 were estimated at 51 million 
pounds net in the balance of payments prepared by the British Treasury, which 
shows payments at 94 million pounds, receipts at 145 millions. Economic Survey 
for 1948, Cmd. 7344, p. 13; also published in 2'he Economist, Feb. 14, 1948, 
PP- »73-75- 
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trade and employment generally, it will be of additional aid to 
Britain, whose economy is closely integrated with that of the rest 
of the world. Whether the country can be expected eventually to 
resume a position of importance as a supplier of capital for other 
countries is a question that cannot be answered at the present time. 

T he Netherlands and Belgium remain in the 
creditor group in spite of war losses. 

Early in the war these countries were occupied and for several 
years were required to pay occupation costs far in excess of the 
actual cost of occupation. This provided Germany with funds used 
in “buying” control over the banks and industries of these coun- 
tries — purchases that sometimes were made without the owner’s 
consent, and sometimes were on a “voluntary” basis, after the 
owner had been confined for a time in a concentration camp. 
Colonial possessions of the Dutch in the Orient were plundered 
and, laid waste by the Japanese. Foreign investments in other 
Pacific areas were also adversely affected. In these and other ways 
the Dutch and Belgians have lost part of their foreign holdings, 
but some Axis loot is being restored to its rightful owners, and 
reconstruction is under way. 

More than two thirds of the 4.8 billion dollai's of long-term 
investments held by the Netherlands in 1938 were in areas that 
have been devastated. About 1.9 billion dollars were in the Nether- 
lands Indies, where native uprisings are delaying the work of 
reconstruction.’-® Another 1.3 billion dollars were in other war 
areas, some of them now back of the Iron Curtain. With account 
taken of losses of all kinds, the remnant of Dutch investments in 
devastated countries is probably less than half the 1938 figure. Other 
losses and liquidations apparently have not been heavy. Securities 
in the United States classified as available for liquidation into 
dollars were officially estimated (by the Netherlands) in February 
1947 at 561 million dollars not including 315 million dollars of 

“Alt. 14 of the Cheribon Agreement, signed Mar 25, 1947 by the Dutch 
and Indonesians, calls for the restoration of plantations and othei piopeities to 
non-Indonesian otvners, but those presently in possession of these pioperties in 
many cases refused to vacate. 
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Shell Union. Oil stock held permanently by the Dutch- and British- 
owned Batavian Petroleum Cod'^ 

Even if it is found that investments in the East Indies and 
Europe have decreased in value by more than 50 per cent, the 
Netherlands in 1947 may still have had 1 billion dollars or more 
of prewar foreign investments.^® In addition it had paid-up sub- 
scriptions to the World Bank and Fund of 330 million dollars and 
has deposits in American banks (in excess of similar liabilities) of 
about 170 million dollars. Moreover, the country has shown 
moderation in its foreign borrowing in recent years. The Nether- 
lands government had negotiated some 700 million dollars of 
intergovernmental loans and credits, plus a loan of 195 million 
dollars granted by the World Bank on August 7, 1947. Of these 
loans some 462 million dollars were utilized and outstanding at 
the middle of the year. It was also a net debtor for some 47 
million dollars under its monetary and payments agreements with 
other governments.'® It seems clear, however, that these foreign 
obligations, together with the negligible amounts owed to foreign- 
ers in 1938, were smaller than the foreign investments held by 
the Dutch government and people in 1947. 

As for Belgium, almost 30 per cent of its investments in 1938 
were in European and Asiatic countries where the war was fought. 
Losses in these areas are partially offset by the development of 
Congo productive resources and transportation facilities that took 
place under the pressure of Allied needs, and by the large sums of 
foreign currencies spent in Belgium by Allied armies. Moreover, at 


"Standard and Poor’s Corpoiation, The Outlook, Sept. 15, 1947, p. 620 
The figure excludes direct (except Shell Union) and miscellaneous investments, 
In 1938 Dutch long-term investments of all kinds in the United States weie esti- 
mated at 970 million dollars, while the U. S Tieasuiy Department Census of 
Foreign-O’imed Assets in the 'United, States (1943), p. 15, reported the 1941 
total of long- and short-term assets at 977 million dollars. 

'“An official estimate indicates that war damage probably caused a 50 per 
cent reduction in the value of foieign investments in the Netherlands East Indies, 
but the work of rehabilitation and reconstruction has begun The Finmmal 
Times, London, Oct. 4, 1947. 

“Bank for International Settlements, Seventeenth Annual Refort, pp 122, 

123, 
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the end of the war Belgium-Luxemburg had a balance in its favor 
in lend-lease accounts, a balance that covered most of its purchases 
of pipe-line lend-lease and surplus property after VJ-day. 

Belgium’s postwar borrowing at long-term — largely from the 
United States and Canada— stood at only 275 million dollars at 
the end of June 1947, while the government was a net creditor 
for 20 million dollars with regard to transactions under monetary 
and payments agreements with 17 countries. Assuming restoration 
of its looted securities, Belgium-Luxemburg should remain in the 
creditor group, with the net amount of its foreign investments 
somewhat smaller than in 1938.““ 

Since the war Belgium, Luxemburg, and the Netherlands have 
formed a customs union popularly known as ‘^Benelux.” This area 
has long had a deficit on trade account, but this was more than 
covered by income from services. Since the war, the deficit has 
increased, while receipts from interest, dividends, shipping, and 
other services have declined. Benelux, like many other areas, is 
facing balance of payments difficulties resulting from war losses 
and the dislocation of trade and payments relations. However, the 
Netherlands is now rebuilding its income-earning ocean shipping, 
and replanning its foreign trade. Belgium, from Belgian-owned 
and operated industries in the Congo, is producing such raw ma- 
terial exports as vegetable oils, copper, tin, and rubber. Belgium 
and Luxemburg are surpassing their prewar production of iron 
and steel and striving to increase coal output. 

It is expected that this area, through its co-operation in the 
European Recovery Plan, will contribute to the economic recovery 
of Western Europe and will also achieve its own recovery to a 
balanced international position. If, as is sometimes suggested, the 
customs union should later become an economic union, it would 
start with the advantage of having relatively small indebtedness 
to the governments of other countries, and with important claims 
against the resources and production of other areas and countries. 

“The same pp. 121, 128, App. B, p. 345, United Nations Economic and 
Social Council Document E 576, Sept. 22, 1947, p. 40. 
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The internatioml -financial 'position of France 
has deteriorated since 1938. 

The value of French long-term investments abroad has been 
greatly reduced since 1938. In considerable measure this has re- 
sulted from the depreciation of the franc. About half of the 3.9 
billion dollars of foreign loans and investments held in France in 
1938 was in the form of securities payable in French francs. There- 
fore, the fall of the franc from a 4 cent rate in 1937 to .8 of i cent 
in 1947, directly and drastically affected these holdings. It 
amounted to an 80 per cent decline in the value of the franc and 
a corresponding decline in the value of paper-franc securities.^’- 

Additional losses have resulted from the devastation of European 
and Pacific areas, where the French had more than 500 million 
dollars invested in business enterprises. No estimate of these losses 
is now possible, since civil war still rages in some Pacific areas where 
French holdings are large, and in Europe many questions remain 
unsettled. 

More favorable conditions obtain in other countries where another 
500 million dollars of French capital was invested directly in busi- 
ness enterprises in 1938. Such holdings probably have increased in 
value with the world-wide rise in prices. This seems likely in spite 
of the contrary evidence afforded in 1946 by the sale of the 
French-owned and controlled railways in Argentina to the Argen- 
tine government for 45 million dollars, or about one third of the 
value placed on them in 1938. 

The remainder of the foreign holdmgs — probably as much as 
I billion dollars — was made up largely of securities issued in 
foreign currencies. Among these are many whose price level today 
is equal to or higher than in 1938, including the stocks and bonds 
of United States corporations and of South African gold mining 
companies. Some have now been sold, some are being used in 
settling trade debts, some were lost when the Germans “bought” 
control of many French banks during the war.^^ New long-term 

“ On gold-franc securities, see App. A , p. 290. 

“’The government reported at the close of 1945 that its Incomplete financial 
census shelved 71 1 million dollars of hard-currency securities in the hands of 
the French people. The Economist, Mar. 2, 1946, p, 348. 



SHIFTS AMONG CREDITORS 


69 


foreign investments by the French have been small with the ex- 
ception of the paid-up subscriptions to the Bretton Woods Institu- 
tions, amounting in 1947 to 630 million dollars. 

Standing against these long-term investments are the long-term 
obligations to foreigners. These include the prewar obligations of 
the French government and people to private investors (amounting 
to about 560 million dollars in 1938) and the postwar loans that 
foreign governments have extended to France. By the close of 
1946 the French government had negotiated long-term loans and 
credits from other governments to a total of 2.6 billion dollars — 
most of it spent by the middle of 1947. These long-term loans in De- 
cember 1946 stood as follows (in millions of dollars): 


Creditor 

Total 

Utilized® 

Goveinment 

Authorized 

December 30, 

Canada 

. 243 

146 

Sweden . . . 

40 

22 

United Kingdom 

400 

400 

United States 

1,950 

932 

Total 

2,633 

1,500 


The government also borrowed 65 million dollars from British 
and Swiss banks, and in May 1947 the Credit National, a semi- 
public corporation, obtained a 250 million dollar loan from the 
International Bank for Reconstruction and Development. 

On short-term account France had large “official and private” 
assets at the end of 1945. The government then reported its own 
holdings of gold and foreign exchange at 1.8 billion dollars (pre- 
sumably including deposits in American banks and the reserves of 
the Bank of France). In addition its incomplete financial census 
showed privately held gold and hard currencies amounting to 
237 million dollars, bringing the total to more than 2 billion 
dollars.^ How much of this was gold, how much represented 
claims against other countries is not reported, nor do later data 
show how much of these holdings are still in France. Short-term 
trade debts, imder monetary and payments agreements with 

^“Bank for International Settlements, Seventeenth Annual Refort, pp. 122, 
127, 136. Of the United States loan 1,684 millions had been used by June 30, 
1947- 

T/ie Economist, Mar. 2, 1946, p ^48 
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various European and South American governments, exceeded 
similar French claims by about 170 million dollars at the end of 
1946, and this total probably increased during 1947. 

Without undertaking to show precisely the French debt and 
investment position, the figures given above indicate that at the 
middle of 1947 long-term obligations to foreign governments and 
private investors had increased considerably and were larger than 
long-term foreign assets. Short-term assets, largely in the form of 
foreign deposits and currencies held privately and by the govern- 
ment, probably were larger than short-term obligations (uncovered 
trade debts), but data are not available for showing the net amount 
of these items. In short, in the summer of 1947 France may have 
been a net debtor or a net creditor, but by a narrow margin i'n 
either case. Further depreciation of the franc in January 1948, of 
course, resulted in a further decline in the already shrunken value 
of foreign securities payable in francs. 

The investment losses of the French are reflected in the coun- 
try’s balance of payments. In 1938 interest and dividend receipts 
of 140 million dollars provided payment for more than half of the 
244 million dollar commodity trade deficit; in 1947 investment 
income was reduced to only 2 million dollars net, while the trade 
deficit increased to 1.3 billion dollars. Meantime other sources of 
international income had deteriorated, so that the deficit for all 
trade and service items in 1947 was about 1.6 billion dollars.^” 
However, the French government has been at work for some time 
on a recovery program that envisages a balance between payments 
and receipts on trade and service account by 1950.^® This prediction 
may have been much too optimistic and, even with the aid promised 
under the Marshall Plan, may not be realized on schedule. But 
given world peace, France may within the foreseeable future again 

“Etudes et Conjuncture (Numero Special, Septembre-Novembre, 194.7), In- 
‘uentaire des Ressources de V&conomie Franfaise, p. 254. 

“Ministere des Finances, Inventaire de la Situatton Ftnanciere 
(1946), pp. 165-71, 619, 643, The mimeographed lepoits published by the 
U. S. State Department (The Ettrofean Recovery Program, Cotmtry Studies, 
Fiance, p. 72) does not anticipate a balance even as late as 1951-52. 
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have a surplus in its balance of payments available for investment 
abroad. 

Three neutral countries^ Switzerland, Sweden, 
and Portugal, remain in the creditor grouf. 

Switzerland has experienced war losses owing to the fact that 
almost half of its 1.6 billion dollar total of long-term investments 
was located in Europe before World War 11 . The rest was in- 
vested principally in stocks and bonds of United States corporations, 
and in the mam these holdings were still intact in 1947 and were 
greatly in excess of the long-term foreign obligations of the Swiss.^'' 
During the war Switzerland furnished goods on credit to Ger- 
many and Italy, but its resulting claims have remained unsettled.^® 
Short-term assets in the form of official and private deposits in 
American banks amounted to 390 million dollars net in 1947. Post- 
war monetary agreements to which the government has been a 
party have resulted in short-term claims against Britain, France, 
and the Netherlands amoxmting to 91 million dollars, and a short- 
term debt to Belgium of i million dollars. Another short-term debt 
of 10 million dollars is owed to Poland on a special coal account.'^® 
On both long-term and short-term accounts, Switzerland’s 
foreign assets are considerably larger than its foreign obligations. 
In fact, available evidence indicates that the country is clearly a 
net creditor, with investments exceeding obligations by more than 
1.2 billion dollars. 

Portugal, with little or no investment in Europe, has not suf- 
fered direct losses from the destruction visited on other European 
countries. Also, its favorable position as a neutral readily accessible 
to the purchasing agents of Allied governments enabled it to ac- 
cumulate dollar and sterling exchange during the war. Therefore, 

’’App A, p. 316. Standard and Poor’s, The Outlook, Sept. 13, 1947, p. 620, 
puts Swiss investments in the United States at “somewhat less than 600 million 
dollars.” World Refort, Aug. 5, 1947, p. 25, puts assets m the United States 
listed in Swiss names at i 07 billion dollars, of which a considerable amount 
belongs to non-Swiss owners. See footnote p. 56. 

“See pp. 74-75. 

■'’Bank for International Settlements, Seventeenth Annual Report, pp. 126-27, 
The Statist, Dec. 7, 1946, Infcmational Banking Section, p. 8. 
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it is able to finance its import program without seeking aid from 
the European Recovery Plan. In fact its position is relatively so 
favorable that it may be able to grant trade credits to other coun- 
tries of Western Europe.™ In 1947 in addition to its former hold- 
ings of long-term investments, it had an accumulation of dollar 
exchange (Portuguese and Spanish holdings together estimated at 
120 million dollars), sterling balances of 79 million pounds (or 
about 320 million dollars), and a short-term claim against the 
Netherlands of about 25 million dollars.®’^ 

Sweden in 1938 held practically all of its long-term investments 
in Europe, and while these stiU remain in Swedish hands they have 
of course lost value. Following a postwar policy of extending credit 
to European countries, Sweden has made long-term intergovern- 
mental loans (to Denmark, Finland, France, the Netherlands, 
and Norway) of 126 million dollars, with an additional 24 mil- 
lions authorized for these countries and 240 millions for the 
U.S.S.R. It has also extended commercial credits with an aggre- 
gate limit of 240 million dollars, and about 180 millions of these 
had been used by the end of 1946.™ At the present time, with ade- 
quate allowance for investment losses resulting from the war and 
with intergovernmental and short-term items included in the 
accounting, Sweden now appears to be a net creditor for a half 
billion dollars or more. 

However, difficulties developed in 1946 because of the great 
expansion in imports and because too large a part of the trade and 
service receipts was in “soft” currencies — ^which cannot be used in 
meeting payment for import requirements from Western Hemis- 
phere countries. Sweden, therefore, is seeking aid under the ERP, 
with the expectation that by the year 1950-51 the balance of pay- 
ments will again show a trade and service surplus available for 
foreign investment.®® 

U. S. Department of State, The Eitrofean Recovery Program, Portugal, 
pp, I, 12-13. 

World Re-port, Aug-. 5, 1947, p. 255 App. B, p, 345; Bank for International 
Settlements, Seventeenth Anntud Report, p. 127. 

Bank for International Settlements, Seventeenth Annual Report, pp. 123-24, 
126, Only a negligible amount of the Russian credit had been utilized 
” U. S. State Department, The European Recovery Program, Sweden, pp. 13, 
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Two Axis ■partners — Italy and Ja-pan — were creditors 
in ipsS but are now debtor nations. 

Both had large investments in areas they had acquired by ag- 
gression. Both have been stripped of such holdings and are net 
debtors to the rest of the world. Neither country at present has 
foreign purchasing power sufficient to meet the cost of necessary 
imports. And since their occupation began, both have been de- 
pendent on foreign financial assistance for the limited rations that 
are made available for the poor, American assistance in 1947 pro- 
viding payment for roughly half of their respective import totals. 

II. SHIFTS AMONG THE DEBTOR COUNTRIES 
Debtor countries in the theaters of war saw the Axis partners 
seize control of their most important industries and natural re- 
sources, and take possession of their gold and foreign assets. The 
return of such loot to its rightful owners is now under way, and 
these countries will also be relieved of Axis claims that accumu- 
lated against them during the war. Among the debtors in other 
parts of the world, many have improved their international posi- 
tion since 1938. In the discussion that follows, it is convenient to 
divide the debtor countries of 1938 into a few large groups: Germany 
and countries recently under German domination, British Empire 
countries, Latin America, and other debtors. 

Germany f during the war^ acquired foreign 
investments throughout Nazi Europe. 

On D-Day Germany was the principal creditor country on the 
continent of Europe, having acquired enormous property holdings 
for which it had made little or no real payment. It held control of 
banks and key industries throughout Europe, with the exception 
of the few neutral nations. And from the vaults and safety deposit 
boxes of banks in occupied countries, it had taken securities .repre- 
senting investments in still other world areas.®* However, it had 

For the way the United States government prevented Axis nations fiom 
profiting from the seizuie of American securities or other securities payable in 
the United States, see U. S. Treasury Department, Administration of the War- 
tmte Financial and Property Controls of the United States Government (1942), 
pp 20-24 
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already been warned that the United Nations “reserved the right” 
to dispossess the Axis Powers of property rights and interests 
acquired in occupied or controlled areas, even where the trans- 
actions had been given the semblance of legality and the appear- 
ance of voluntary actiond® 

So far as industrial enterprises are concerned, Germany made 
the restoration of property exceedingly difficult by the way it re- 
organized the industries of occupied or satellite countries. Having 
gained control of foreign companies, it attached and subordinated 
them to some big German concern — in the role of sales agencies, 
branch plants, or subsidiary companies. For example, it consoli- 
dated iron and steel works and related industries throughout 
Europe under control of the mammoth amalgamation known as 
the Reichswerke Hermann Goering. It also created “mixed” com- 
panies financed partly by German capital (often paid in patent 
rights and licenses) and partly by capital from occupied countries. 
S. A. Francolor, in which the Germans took a 51 per cent interest, 
svas one of these — formed by joining four French companies with 
the I. G. Farbenindustrie.®® With the war in Europe at an end, 
the work of unscrambling these complex organizations began. 

With regard to looted securities, gold, and the like, the Germans 
have tried to escape detection and loss by sending such property to 
neutral countries, but the governments of Switzerland and Sweden 
have signed agreements with Britain, France, and the United 
States, providing for the utilization of this loot for the benefit of 
countries that had been occupied by the Germans. Switzerland 
agreed to liquidate assets belonging to Germans in Germany or 
Germans dangerous enough to be repatriated to Germany, and to 
put 50 per cent of the proceeds at the disposal of the allies. In 
addition, Switzerland agreed to release to the allies 58 million 

“London declaration signed by i8 United Nations, Jan. 5, 1943. See Royal 
Institute of International Affairs, Occufied- Europe (1944), p. 66, quoting from 
Cmd 6418 (1943). Similar declarations weie made earlier by some of the 
invaded countries, Antonin Basch, Industrial Property in Europe (1944), p. 35. 

“For a fuller discussion, see United Nations Information Office, The Pene- 
ttatioH of German Capital into Europe (1943)1 also references cited above 
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dollars of gold acquired in war trade with Germany, this gold to 
be divided among the countries from which it was taken. Sweden 
agreed that, of the estimated 375 million kronor of German 
property held there, it would make available to the allies 310 mil- 
lion kronor. This will include 35 million kronor of gold which the 
Germans took in occupied countries and used to pay for purchases 
in Sweden.” 

Shorn of the securities and properties it seized during the war, 
Germany is again a net debtor on long-term account. It also has a 
large volume of short-term (clearing) debts to every nation that 
was unable to refuse such credit. Capacity to meet these obligations' 
has been greatly reduced by war damage, by lack of co-operation 
among the occupying powers, and probably also by the dismantling 
and removal of many industrial plants. In fact, as a result of war' 
destruction and postwar dislocation, Germany now lacks capacity' 
to produce the exports required for meeting payment on necessary 
food and raw material imports, and is dependent on the allies for 
a large share of its food supply. 

Other debtor countries of Eurofe. The postwar position of other 
European debtors can scarcely be estimated here except in very' 
broad terms. They entered the war owing one another about too 
million dollars and owing the rest of the world about 4.4 billion 
dollars. Their aggregate foreign investments amounted to about 
500 millions, to which they added a large accumulation of prob- 
ably worthless short-term claims against Germany. 

Among them are the countries of Eastern Europe that are now 
in the Soviet orbit— as satellite states or as integral parts of the 
U.S.S.R. Here there has been nationalization (expropriation by 
the national government) of foreign-owned enterprises and expro- 
priation by the Soviet government, under the guise of reparation 
claims, of foreign and domestic properties that had been forcibly 
acquired and temporarily held by the Germans. There are also 

” Agreements were signed in June 1946, The Statist, July 20, 1946, p. 64; 
Aug. 3, 1946, p, to8. The Swiss will tetain 50 per cent of the pioeeeds from 
German assets to offset large Swiss claims against Germany. 
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Austria (now occupied) and Greece, countries whose foreign debt 
burdens, even before the war, were extraordinarily heavy. In West- 
ern Europe, Norway and Denmark were developing surpluses 
in their trade and service accounts prior to World War II, but 
both countries now face years when their international accounts will 
have to be balanced by borrowing — and both have debt records that 
will recommend them to foreign investors. 

British Empre countries have imf roved their fosition — 
pincifally as against the mother country. 

British dominions and colonies have been the principal bene-, 
ficiaries of Britain’s large wartime expenditures overseas. Practically 
all of them now have sterling balances in London far larger than' 


The International Position of British Empire Countries, 1938-47“ 
(In millions of pounds sterling) 


Country 

1 Long-Term, j 

Long- and Short-Term, 
1947 

Obliga- 

mS- 

Net 

Obliga- 

Obliga- 

Invest. 

ments 

Net 

Obliga- ^ 

"(+r 

India 

555 

2 

553 

223 

1,228 

+ i ,005 

Canada”, , , 

1,326 

371 

955 

1,761 

826 

- 935 

South Africa and Rhodesia 

276 


276 

151 

35 

- 116 

Australia'* . 

746 

51 

695 

747d 

211 

- 536 

New Zealand 

144 

1 

143 

148 

94 

- 54 

Malaya. ... 

139 

_ 

139 

139 

87 

- 52 

British West Africa . 

.42 


42 

42 

91 

-1- 49 

British East Africa . 

31 


31 

31 

81 

4- SO 

Palestine 

4 

1 

3 

4 

117 

+ 113 

Eire 





191 


Others . .... 

160 

6 

154 

163 

300 

+ 137 


“ Based on App. B tables. Subscriptions to Bretton Woods Institutions are not in- 
cluded. 

For 1938, data regarding short-term balances are not readily available, but if in- 
cluded would probably involve a reduction of loo million pounds, more or less, in 
India’s net obligations and much smaller reductions for the other countries 
“ For Canada the figures are for 1945 and are from Dominion Bureau of Statistics, 
The Canadian Balance of International Payments, Preliminary Statement, 1^46 (1947), 

‘' During the latter part of 1947 Australia had to pay off 85 million pounds of ma- 
turing bonds, thereby reducing both obligations and investments. 
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were customary in peacetime, and some of the dominions have' 
repatriated loans formerly floated in London. The effects of these 
transactions on Britain’s international financial position have been 
considered on pages 61-62 above. It remains to show their effects 
on the other members of the Empire. The table on page 76 gives a 
rough summary of the position of Empire countries in 1938 and in 
the summer of 1947. 

Three British Empire countries are members of the Bretton 
Woods Institutions and have paid their subscriptions to the Fund 
and the 20 per cent called by the Bank. The international debt and 
investment position of the three countries with these payments 
included in the accounting is shown below, in millions of pounds: 

. 19+7 India Canada South Afiica 

Net oblig-ations ( — ) or investments (-p) 

excluding- Fund and Bank . , .. -pi, 005 —935 —116 

Payments on Bank and Fund . +80 365 120 

Total ... . . . -PI,+85 —570 -P + 

In making country-by-country comparisons it should be noted 
that sterling balances are included in the figures for 1947, but are 
omitted for 1938, since they are not available for most countries. 
The small dollar balances held by these countries are also included 
in 1947, but not in 1938. Correction for these discrepancies would 
reduce the 1938 figures for net obligations— by about 100 million 
pounds in the case of India,*® and by much smaller amounts in other 
cases. However, it would not change the general outlines of the 
picture. All the dominions and colonies were debtors in 1938 and, 
except in the case of Canada their principal creditor was Britain.*® 

By the middle of 1947 all of these countries had reduced the 
net amount of their external obligations. Some of them, principally 
India and Palestine, had accumulated sterling balances in excess 
of their indebtedness to Britain and the rest of the world, and 
thereby had become creditor countries.*® Canada, the second largest 

It IS not possible at the present time to show the international financial 
position of the two successor states of British India. 

“ See App. B tables for individual countries. 

''“a financial agieement between India and Pakistan provides that the steiling 
balances will be distributed between the two dominions in the ratio of their 
note ciiculation T/ie Economist, Dec. ao, 19+7, p 1016. 
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lender to foreign governments in the postwar period, has scaled 
down its net indebtedness to the British by repatriating an appre- 
ciable share of the Canadian securities formerly held -by Britain 
and by lending Britain 1,250 million dollars. In addition it has 
extended loans totaling approximately 600 million dollars to other 
countries.'*^ However, the foreign obligations of Canada, long- 
and short-term, still are well in excess of its foreign investments. 

How the Empire countries will use the large balances due them 
in London is an unsettled question. Considerable amounts of 
sterling will continue to be held as currency and banking reserves, 
commercial balances, and the like. Some will be spent for British 
machinery and other imports as rapidly as Britain can provide such 
goods. The difficulty in the postwar position of these countries is 
that all of them must look for payment to the same debtor. This 
debtor, Britain, is a country whose commodity exports for many 
decades have fallen short of meeting payments for imports. The 
resulting trade deficit was met in part by receipts of interest and 
dividends, receipts that were far larger in the past than they are 
likely to be in the future. Therefore, Britain will need to expand 
the volume of exports used in the purchase of current imports and 
will find it difficult to supply exports for the redemption of its 
sterling debts. 

Latin American countries have reduced the net amount 
of their foreign indebtedness during and since the war. 

During the war these countries exported much more than in 
normal times, supplying strategic and essential materials to the 
United States and other United Nations in unprecedented amounts. 
But a shortage of American and British manufactures and shipping 
prevented any marked rise in their aggregate imports until 1944. 
Argentina’s imports, in fact, declined sharply. 

Largely because of this shift in trade, sterling and dollar balances 
have accumulated to the credit of Latin American countries. These 
balances have been reduced from time to time by gold purchases, 

“ For details, see Bank for International Settlements, Seventeenth Annual Re- 
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by the repayment of long-term debt, and by the purchase of foreign 
enterprises operating within their borders. But in spite of such 
reductions, the foreign exchange assets of the 20 Latin American 
republics increased sharply. Rising from 350 million dollars in 
1939, they stood at about 1.7 billion dollars in May-June 1947 — 
after heavy imports in the early months of 1947 and Argentine 
repatriations had scaled them down from the peak reached in 1946. 
Meantime, the gold holdings of Latin America had increased from 
some 730 million dollars in 1939 to more than 2 billions in 1947.^“ 
Of their 1.7 billion dollars of foreign exchange, some 360 millions 
or more represented blocked sterling 5 1,131 millions represented 
dollar balances m American banks; and the remaining 200 millions, 
more or less, probably included some additional dollars as well as 
other “hard” and “soft” currencies. 

Argentina, a major exporter of foodstuffs, turned some of its 
war profits to the improvement of its international financial position. 

(i) It has utilized (or earmarked) approximately 983 million 
dollars of foreign exchange for the redemption of foreign debts 
and the repatriation of foreign-owned enterprises, as follows:^® 

With 600 million dollais of sterling it will repurchase British-con- 
trolled railways valued in 1938 at 1.2 billion dollars. 
With 45 million dollars it repurchased the French-controlled rail- 
ways valued in 1938 at 133 million dollars. 

With 95 million dollars it repurchased the International Telephone 
and Telegraph Company investment. 

With 130 million dollars it repatiiated (at par) the last of the dollar 
bonds of the national government. 

With 1 00 million dollars it repatriated sterling bonds held in England. 
With 13 million dollars it repatriated Swiss franc bonds held in 
Europe. 

In all, 983 million dollars will extinguish long-term obligations that 
in 1938 amounted to almost 1.7 billion dollars. 

“Based on National City Bank, Monthly Letter, August 1947, P-93) Federal 
Reserve 'Bulletin, October 1947, pp 1319, 13^4. 

“ “Argentina’s Planned Economy and World Trade,” American Persfective, 
June 1947, pp. 121-245 World Refort, Mar 4, 1947, p. 19. 
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(2) Argentina has made loans totaling 3,460 rnillion pesos 
(1,030 million doilai-s at the ofBcial rate of 29.77 = i peso) 

to European and South American countries, but data showing the 
utilization of the loans are not available.” 


Boirowmg Country 

Millions of Pesos 

Date of Loan 

Czechoslavakia 

ISO 

December 1 9+6 

Finland 

60 

Febiiiaiy 1947 

Fiance 

.... 600 

Dccembci 1 946 

Italy 

500 

Maich 1947 

Spain 

. . 750 

Octobet 1946 

Bolivia ... 

.700 

March 1 947 

Chile 

.700 

December 1946 

Total 

3,460 — 1,030 

million dollars 


These lepatriations and loans when the transactions are com- 
pleted, will have reduced the net amount of Argentina’s long-term 
obligations to foreigners from almost 3.2 billion dollars in 1938 
to approximately 450 millions in 1947. Also, Argentina held some 
300 to 700 million dollars of foreign exchange, an amount roughly 
equal to the net amount of its long-term obligations.^ The transi- 
tion from debtor to creditor status was imminent or' had already 
been accomplished by midyear 1947. 

Other Latin American republics have made some improvement 
in their international financial position.'*® Brazil, Mexico, Colombia, 
and Panama have arranged favorable settlements with British and 
American holders of their government bonds. Under these settle- 
ments the Mexican government debt was pared down from about 
230 million dollars to 46 millions, and the Brazilian from 837 
millions to about 521 millions under the plan accepted by most 
bondholders. Colombia and Panama have negotiated reductions in 

"American Perspectme, June 194.7, pp. 125-315 Bank for International Settle- 
ments, Seventeenth Annual Refott, p. 124. 

Gold and foreign exchange together amounted to 1,355 million dollars, of 
•which 623 millions represented gold held at home by the cential bank and an 
uniepmted amount rcpiesented gold held abroad by the central bank and gold 
belonging to the Argentine Stabilization Fund. Argentine short-teim deposits 
in American banks stood at 252 million dollais on May 31, 1947 

This paragraph is based on Elizabeth Hannan, in appendix" to Dolares ev la 
Amenca Latina (1944), pp. 171-7Z. On Mexico’s settlements for expropriated 
properties, see pp. 151-54 below. 
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the interest rates on their government bonds. New investments 
also appear in the accounts of some of these coixrttries. 

These improvements in their balance sheets have been partially 
offset by new obligations incurred during the war. ( i ) Brazil has 
borrowed from the Export-Import Bank for the development of a 
steel industry, and for railways, highways, port improvements, and 
the like. Mexico has borrowed for highway construction, Uruguay 
for a big hydroelectric project, and other countries have borrowed 
for various purposes. On June 30, 1947 the outstanding amount 
of loans from the Export-Import Bank to all Latin American 
countries was 247 million dollars. (2) Loans, credits, and advances 
made by other agencies of the United States government to Latin 
American republics amounted to 327 million dollars.'^’' (3) Finally, 
there has been some expansion in direct investments in Latin 
America. 

In addition to the loans and advances considered above, Latin 
American countries have received, free of charge, very substantial 
foreign aid in expanding their productive capacity. Sometimes the 
funds required have been furnished by the United States alone, 
sometimes jointly with the governments concerned, the purpose of 
the United States being to facilitate procurement of strategic ma- 
terials during the war. 

In the summer of 1947 the net obligations, long- and short-term, 
of the 20 Latin American republics to the rest of the world stood 
at approximately 5 billion dollars, a considerable reduction from 
the (long-term) figure of ii billions for 1938. Gold holdings had 
also increased, standing at more than 2 billion dollars as compared 
with 730 millions in 1938. The Argentine balance sheet for 1947 
shows the most pronounced improvement, with foreign investments 
(principally intergovernmental loans) closely approximating 
foreign obligations. Other Latin American republics had improved 
their international financial position, but all of them except Argen- 
tina were clearly in the debtor group. 

" U. S Department of Commerce, Clearing OflSce for Foreign Transactions, 
Foreign Ttamac/ions of the U. S. Government — Foreign Credits, June 30, 1947, 
Oct. 8, 1947, pp. 5, 8, Ti. 
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In China and the Middle East there has been some 
reduction m net obligations to foreigners. 

China has been freed of the large claims formerly held against 
it by the Japanese, and the new obligations incui-red to the govern- 
ments of the United States, Great Britain, and Canada are rela- 
tively small. Civil war is preventing any appreciable inflow of 
foreign capital since the defeat of Japan. Chinese-owned foreign 
investments are concentrated principally in Pacific areas where war 
damage has been heavy. In addition to these investments China 
has some foreign exchange balances, dollars and sterling, including 
the remnants of loans extended by Britain and the United States, 
prewar Chinese balances frozen in the United States, and wartime 
flight capital. The direct investments that foreigners still hold in 
China are a potential source of reconstruction and development 
capital for the future, since British and other foreign firms with 
business properties in China undoubtedly will rebuild some or all 
of their devastated properties when peace is restored and conditions 
are stabilized. 

In the Middle East and North Atlantic, sterling balances are 
accumulating in countries where allied soldiers have been stationed 
and where there have been allied purchases of strategic materials. 
Egypt has around 470 million pounds of blocked sterling, Iraq 
has 100 millions, and Iran 22 millions. The amount held by 
Turkey is relatively small, since Turkey has received payment in 
gold for its export surplus to Britain. 

The Middle East and also many African colonies have profited 
from lend-lease and mutual aid in the construction and improve- 
ment of highways, railways, communication systems, and other 
productive facilities. But developments of this kind were classed as 
war expenditures and do not affect the international financial posi- 
tion of the receiving country. 



DEVELOPMENTAL CAPITAL ABROAD: 
OPPORTUNITIES AND PROBLEMS 




The second division of thjs study presents a brief survey of the 
uses made of foreign capital in the development of world resources. 
In addition, it points to the opportunities and demands for foreign 
capital likely to appear in the future. The discussion is in terms of 
the resources exploited, the goods and services produced, and the 
attractions — or obstacles — of vaiious kinds sometimes offered by 
foreign countries. It also takes accoiuit of the responsibility of the 
investor for the success or failure of his venture. 

Part II takes account of the overt acts committed and the poli- 
cies adopted by foreign governments that, whether intentionally 
or not, affect the foreign investor. The importance of a preliminary 
study of a proposed project is stressed, including careful considera- 
tion of the terms of the loan or concessions contract, the probable 
degree of risk involved, and the legal, social, and political obliga- 
tions that may attach to the investment. The role of the United 
States government in the field of foreign investment is not con- 
sidered here but is the subject of discussion in Part III. 
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CHAPTER V 

FOREIGN CAPITAL IN THE DEVELOPMENT 
OF WORLD RESOURCES 

The international migration of capital has facilitated develop- 
ment of the world’s natural resources and has been instrumental 
in transmitting the direct effects of the industrial revolution from 
area to area. Thereby it has helped to increase the quantities and 
varieties of goods and services generally available and has raised 
living standards for some or most of the world’s populations. In 
turn, the effectiveness with which foreign capital could be utilized 
has been determined in considerable measure by the human re- 
sources of recipient areas. The purpose of the present chapter is to 
indicate the principal resources that have proved attractive to 
foreign capital and to sketch briefly the participation of the various 
investing countries of the world in their development. 

I. AGRICULTURAL RESOURCES 

While there are roughly 57.5 million square miles of land 
surface on the face of the earth, only about 3.5 millions are used 
for cultivated crops. Climate, soil, and topography are factors that 
limit the agricultural activities and production of nations. It is esti- 
mated that by irrigation, drainage, adaptation of crops to less 
hospitable areas, and by better methods of cultivation, another 3.5 
million square miles (or perhaps more) might be brought under 
cultivation.’ But by far the greater part of the earth’s land surface 
is too wet, too dry, too cold, too mormtainous, or has soil too poor 
to produce crops. Some areas have far more than their proportional 
share of good lands, some have less. But the present distribution of 
plant and animal life is not altogether dependent on nature. It 
results in part from improvements introduced by man — brought 

’ Estimates of O. E. Bakei, of the University of Maryland Carl L Alsberg-, 
of the Food Research Institute) has estimated that perhaps an inciease of as much 
as 10 million square miles might be realized by the application of labor and 
capital. 
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about by scientific seed and stock selection and breeding, and by 
the use of capital for machinery, fertilizers, insecticides, irrigation 
projects, and the like. 

The use of capital in agriculture varies widely from one area to 
another. For the United States as a whole, the value of farm im- 
plements and machines alone averages approximately $360 per man 
or boy employed in agriculture. An “average” crew of 100 farm 
workers operates with 18 tractors, 48 automobiles, and 1,700 horses 
and mules.^ Canada, Australia, New Zealand, Argentina, and parts 
of the U.S.S.R. are also large users of farm machines, and in nor- 
mal times agriculture in Western Europe makes intensive use of 
both capital (equipment and fertilizer) and labor, particularly in 
the dairy and meat-raising districts. 

In many other countries, on the contrary, little capital was em- 
ployed, even before World War II j and the supply has been 
reduced by the pillage and the destruction of war. In Eastern 
Europe wooden plows pulled by oxen or horses were common 
before the war, and little use was made of power-driven machinery 
except for threshing.® In India, China, and Japan the tools used 
by native farmers were even more primitive. 

On the whole, little foreign cafitd is used directly 
m financing agricultural enterf rises. 

Agriculture as a rule is not well adapted to absentee ownership 
and control, nor is the agriculturalist likely to turn to foreign 
financial agencies when in need of borrowed funds. However, ex- 
ceptions immediately come to mind. A considerable part of certain 
crops, such as rubber, sugar, and bananas, is produced by corpora- 
tions operating foreign concessions. Also at various times funds have 
been borrowed in foreign markets by the agricultural mortgage 
banks of some countries — and for that matter, by other banks — 
furnishing the basis for domestic credits to agriculture. A number 
of such loans were placed in the United States during the middle 

"Based on census data and on National Industrial Conference Boaid, The 
Economic Almanac for (1944), pp. *23-24. The figures cover all 

farms, ranging from one-mule farms of southern share croppers to the large- 
scale, highly mechanized farms of the West and Middle West. 

“Doreen Warriner, Economics of Peasant Farming (1939), pp. 117, 126. 
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and later 1 920’s by European banks, particularly German. But their 
aggregate amount was of minor importance when compared with 
other types of foreign investments, or with the aggregate value of 
crops produced throughout the world or in the borrowing countries. 
Indirectly, foreign capital has contributed greatly to the expansion 
of agriculture. 

The cereals exemplify the importance of domestic capital in 
agriculture. The world’s great cereal crops of wheat, rice, corn, 
oats, rye, barley, millet, and some minor and mixed grains are 
products of many climates and soils. One or more of these grains 
can be grown wherever any cultivated crop is produced. Taken 
together, they occupy roughly 2.1 million square miles of land out 
of the 3.5 millions planted to all cultivated crops. Their total pro- 
duction is approximately 700 million metric tons. By far the greater 
part of this aggregate is grown by “self-employed” workers operat- 
ing millions of individual land holdings of small or medium size. 
Little foreign capital is used directly in its production. 

Crop loans and tenant farming are common among grain grow- 
ers everywhere, but the capital involved comes principally from 
domestic sources. On the other hand, the foreign funds used in 
railway building have increased the world’s output of grain by 
lowering transportation costs and making new lands readily ac- 
cessible. Foreign holders of railway securities, in turn, have bene- 
fited from the consequent development of remunerative freight 
traffic. British capital put at the disposal of the government of 
India also aided the construction of irrigation works and thereby 
aided in the production as well as the distribution of rice, India’s 
principal food crop. 

Cane sugar from for eign-controlled plantations 
competes with domesttcally-financed heet sugar. 

The cheapest source of sugar is cane grown in tropical and 
subtropical areas where there is plenty of moisture. India is the 
largest producer of cane and consumes what it produces. Java and 
Cuba are the big exporters. Technical improvements developed in 
various agricultural experiment stations during the 1920’s greatly 
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increased the per-acre yield and total output of this crop and 
reduced costs. New disease-resistant types of cane were furnished 
to planters, and advantages to be gained from better methods of 
cultivation were demonstrated. At the same time industrial chem- 
ists and engineers invented better ways of extracting sugar from 
both cane and beets. 

Foreign capital has gone into the cane-sugar industry in sizable 
amounts — for loans to planters and for the purchase and operation 
of plantations, sugar mills, and sugar railways. The United States 
is the biggest investor in foreign sugar, with almost 300 million 
dollars placed in Latin America— principally in Cuba — while 
another 22 millions of American capital controlled about one third 
of the industry m the Philippines in 1940. Dutch investors had 


World Production of Sugar 
(Each dot represents 25,000 metric tons) 



Note: Average annual piocluetion for 1937 and 1938. 

roughly 250 million dollars in Netherlands Indies (principally 
Java) sugar production at the outbreak of World War II. British 
and Chinese investors had smaller amounts in the Indies. The 
British have investments in South African sugar 5 the Chinese have 
sugar plantations in Siamj and the Belgians some in the Congo. 

For various reasons that may be summarized under the general 
term of economic nationalism, consumption of domestic beet sugar 
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instead of imported cane has been encouraged in most European 
countries (and of both beet and domestic cane in the United States) . 
During the 1930’s about 34 per cent of the world’s sugar was from 
beets. Most of this crop was produced and consumed in Europe 
and the Soviet Union — the United States accounting for practically 
all of the remainder.* 

The map on page 89 shows where the world’s sugar was pro- 
duced in 1937-38. The war years have not brought marked changes 
in most areas, but Cuban production has increased 60 per cent, and 
smaller increases are reported for a few other countries. The 
Japanese invasion of Pacific islands disrupted the industry there. 

The cane sugar industry uses foreign management and foreign 
funds in areas where capital is scarce and labor plentiful. In con- 
trast, the beet sugar production of European countries and the 
United States is financed largely from domestic sources. 


Vegetable oils — from the trofics cmd warmer 
subtrofics — utilize some foreign cafital. 

Approximately ii million metric tons of vegetable oils, were 
annually harvested throughout the world prior to World War II — 
to be used as food and as raw material for the soap, paint, and 
other industries. World production of the principal oils obtained 
from seeds, fruits, and nuts is shown below for the typical year 
1936, in thousands of metric tons of oil.' 


Herb and shrub crops: 


Cotton seed . 2,336 

Peanut . 1,926 

Linseed . . . 1,104 

Soybean 920 

Sunflower . . 591 

Colza and rape , 495 

Sesame . 399 


Castor oil . 148 

Hemp seed . . 82 

Penlla 47 

Mustard seed 23 

Poppy seed 23 

Total , 8,094 


'ree crops. 

Coconut 1,057 

Olive . 1,060 

Palm and palm 
kernel .... 845 

Tung- . . 103 

Brazil nut 29 

Babassu 28 


Total 3,122 


The outstanding importance of hot or warm climate in the pro- 
duction of these crops is indicated by the map on page 91. Not less 

■*11. S Department of Agriculture, Agricultural Statistics 1944, pp. 98-99. 

'International Institute of Agriculture, Oils and. Fats; Froduction and InUi- 
national Trade, Pt. i (1939), p. 335. They understate total production, since 
they omit domestic consumption for such large producers and consumers as 
China and India. 
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than 43 per cent of the world total is grown in Asia, where the 
peanut and palm compete for first place, and soybean production 
is large. Africa ranks second. China and India are the largest 
producing countries.® Palms require high temperatures and heavy 
rainfall. Olives are restricted almost entirely to countries bordering 
the Mediterranean. Tung oil is produced in the southern provinces 
of China, and recently in the United States along the Gulf of 
Mexico and the Atlantic coast of Florida. Most of the herbaceous 
and bush crops thrive best in a tropical climate, although all of them 
will grow in the temperate zone. 



Note; Average annual production for 1937 and 1938. 

An influence of much less importance than climate in localizing 
production was the nationalistic legislation of the 1930’s. This in- 
cluded the preferential tariff treatment that Britain, France, and 
the United States granted to imports from their dependent areas; 
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Italy’s tariff to protect its olive growers and mills ; and Germany’s 
oils-and-fats monopoly, created to encourage the German whaling 
industry and expand vegetable-oil production at home and in 
neighboring Balkan countries. 

Few vegetable oil crops are sufficiently remunerative to warrant 
large-scale employment of foreign capital and management. In 
general, the crops are grown on farms or peasant holdings rather 
than plantations. Coconut oil and palm and palm kernel oil are 
the notable exceptions. 

American investors had a stake of several million dollars in the 
coconut plantations and mills of the Philippines at the outbreak of 
World War II. The British had a large interest in coconut oil and 
oil-palm plantations in Malaya, oil-palm plantations in the Belgian 
Congo, and some oil-palm holdings in the British Cameroons and 
Sierra Leone. The Dutch controlled a dominant share of the palm- 
oil industry in the East Indies and were joint owners with the 
British in Congo oil-palm plantations, mills, and river boats. French 
capital was invested in the coconut plantations of Indo-China, 
French West Africa, and French Togoland, and both the French 
and Japanese had some investment in the palm-oil production of 
the East Indies. 

Production in colonial areas has been assisted by transportation 
and communication facilities and irrigation works — financed largely 
by loans floated in London, Paris, and other European markets, 
and guaranteed by the governments of the respective mother coun- 
tries, For example, railways and motor roads built by the French 
have brought Increased production and export of Senegalese pea- 
nuts. Construction of open wells to supply drinking water in 
French West Africa has increased the cultivation of peanuts in 
that area. Government-financed irrigation works have encouraged 
production of cotton (with its by-product of cottonseed oil) in the 
Anglo-Egyptian Sudan.'' 

'S. Herbert Frankel, Cafifal In'oesimeut in Africa (1938), p. 339, Lord 
Hailey, An African Sutvey, (1938) pp. 1050-53. 
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About halj of the world's rubber ^ friot to World Wm //, 
came from trofical flantations under foreign control. 

While rubber may be obtained from the sap of many trees, 
shrubs, vines, and herbs, commercial production is limited princi- 
pally to Hevea rubber grown in the Dutch East Indies, Malaya, 
and other tropical countries. Minor amounts come from a Mexican 
shrub (guayule). The map on this page shows the distribution of 
the world crop. Native production furnished about half of the 
world’s annual supply prior to World War II. The rest came from 
great plantations controlled by Dutch, British, American, and other 
foreign, capital. 


World Production of Rubber 
(Each dot represents i,000 metiic tons) 



When the Japanese invasion cut the United Nations off from 
the Far Eastern plantations, development of synthetic rubber made 
up the deficit in the world’s supply — production in 1944 hitting a 
peak of 900,000 long tons. It has been estimated that world pro- 
duction of natural rubber in 1948 will amount to almost 1.5 million 
long tons, and that the capacity of synthetic plants kept in opera- 
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tion will be reduced to 600,000 tons. Against this productive ca- 
pacity of about 2.1 mdlion tons per year, world consumption is 
expected to be only about i .5 million tons per year.® The effect of 
this development on investments in the Far East is a matter of 
uneasy speculation. 

In the aggregate, this investment amounted to some 700 to 
800 million dollars prior to the Japanese invasion of Malaya and 
the Netherlands Indies. Britain’s stake in rubber was put at around 
300 to 425 million dollars in various estimates, the greater part 
being in British Malaya and the rest in Burma, Siam, and the Dutch 
Indies. Dutch capital in rubber has been put at 267 millions, all 
in the Indies. The American investment was around 60 millions — 
divided among the Indies, British Malaya, the Philippines, Brazil, 
Mexico, and Liberia. The French investment amounted to around 
55 million dollars, of which 45 millions were in French Indo- 
China. China with plantations in Malaya, the Netherlands Indies, 
and Siam probably was the investor of next importance, but in- 
formation is not available concerning the amounts involved. Ger- 
many and Japan both had a small stake in rubber.® 

A few other crofSy all from the trofics or warmer 
subtrofiesy have attracted foreign cafital. 

Tea from British-controlled plantations in India and Ceylon 
has accounted for more than half of the world’s annual export 
of tea.“ British and Dutch capital has also shared in producing 
the relatively small crop of the Netherlands Indies. French com- 
panies grow a high-quality product on the plateaus of French Indo- 
China,’’ and European capital largely British, is invested in tea 
plantations in some of the African colonies — Nyasaland, Kenya, 
Uganda, the French Cameroons, and the Belgian Congo.’® 

^ World Refort^ May zo, 19471 p 36 

^The British estimate of 425 million dollars is from Sir Robert M Kinders- 
ley, “British Overseas Investments, 1938,” The Economic Journal (1939), pp. 
684, 685, 690} for other estimates given see Helmut G. Callis, “Capital Invest- 
ment in Southeastern Asia and the Philippines,” The Annals, March 1943. 

“Henry C Taylor and Anne Dewees Taylor, Wo/ld Ttade m Agricultural 
Products (1943). P- 8i. 

International Institute of Agriculture, World Trade tn Agricultural Prod- 
uct^ (1940)1 P- 36+’ 

Hailey, An African Survey, p. 924. 
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Coffee culture is primarily a native industry. However, some 
American capital is invested in the Colombian crop, some British 
capital in Siamese and Brazilian plantations. Dutch capital con- 
trols plantations in the East Indies, and the French have some 
in Indo-China.^'* 

Bananas have become important in world trade through the 
activities of American venture capital, with some British participa- 
tion. At the present time American fruit companies, interested 
principally in the banana crop, have an investment of 8o million 
dollars or more in Mexican, Colombian, Central American, and 
Caribbean Island banana plantations. They also have contract 
arrangements with independent growers in those areas and fleets 
of steamers to bring the fruit to market. European investors — 
French, Belgian, and British — control banana plantations in the 
Ivory Coast, Dahomey (French West Africa), and the Belgian 
Congo.“ 

Other crop. Prior to World War II Dutch and British planta- 
tions in the Netherlands Indies produced part of the spices and 
cinchona bark (for quinine) for which the islands have long been 
famous.^® American capital was invested in Philippine abaca (for 
Manila rope). When the Japanese invasion cut the allies off from 
their principal sources of supply for these products of the Far 
East, the United States government co-operated with other Ameri- 
can governments to encourage production in the American tropics. 
American corporations also had a share in this venture. 

Minor amounts of foreign capital are used in producing sisal 
in Mexico, the Caribbean area, Uganda, and Tanganyika; chicle 
in Mexico, Guatemala, and Hondm'as; cacao in Uganda and the 
French Cameroons; and kapok and tobacco in the Netherlands 
Indies. Production of cotton in the Anglo-Egyptian Sudan is a 
joint project of government, private capital, and native labor. 

“ Callis, The Annals, Maich 1943, J. W. F. Rowe, MenkeU and. Men 
(19^36), p. 29. 

Hailey, An African Sutvey, pp. 919-20. 

” In 1939 the islands produced 91 per cent of the world’s cinchona crop and 
86 per cent of pepper exports. 

Frankel, Capital Investment in Africa, pp. 360-66. A British company owns 
and operates a large cotton plantation in Mississippi. 
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Considerable amounts of foreign capital are engaged in the mer- 
chandising, warehousing, ginning, and compressing of cotton and 
in the expressing of cottonseed oil in Latin American countries, 
Egypt, and the Far Eastj some is invested in crop loans j but 
the greater part of the investment is concerned with distribution 
and manufacturing processes rather than the growing of cotton.” 

T he world’s timber resources and industries based on them are 
responsible for some international migration of capital. 

While some six or seven million square miles of land originally 
in forests have been cleared for crops or for urban use, about 
1 1.7 million square miles — roughly one fifth of the earth’s land 
surface — still remain in forests. This includes some types of areas 
and trees highly important as sources of industrial raw materials. 

The conifers, or soft woods, account for much the greater part 
of the foreign capital invested in timber and related manufacturing 
industries, and most of this investment has been placed in Canada. 
The Canadian total, including investments in the pulp and paper 
and woodworking industries, according to the Dominion Bureau 
of Statistics, was around 450 million dollars prior to World 
War II. Of this amount, 80 per cent was under American owner- 
ship and control, and practically all of the rest British.’-® Foreigners 
also had comparatively large holdings in the timber of Poland and 
Austria. 

The teak forests of Burma, Siam, Indo-China, and the Nether- 
lands Indies are largely under foreign control. British interests 
have a 15 million dollar investment in Burma and control more 
than 50 per cent of Siam’s teak forests. The resources of Indo- 
China are a virtual monopoly of French firms. In the Netherlands 
Indies the teak forests are all state-owned and the lumber industry 
is a government monopoly.’-® 

“The American fiim of Andeison, Clayton & Co., in a prospectus dated Apr. 6, 
I 94.5, reported a net investment (including all classes of accounts) of 43 million dol- 
lars, placed in Egypt, Mexico, Argentina, Brazil, and Peru. 

“ r/ze Canadian Balance of Intetnationci Payments (1939), pp 174-77. 

Callis, The Annals, March 1943. 
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The beautiful hardwoods of the Philippines and tropical Amer- 
ica have attracted some American capital and minor amounts 
from Britain. These woods furnish less than 3 per cent of the 
world’s annual cut of saw timber. This is because of the great cost 
involved in finding and bringing to market a commercial supply 
of any one variety of wood in these mixed forests, and because 
the hardness of the wood makes it costly to cut and shape. The 
quebracho of Paraguay and Argentina — a vital raw material for 
the tanning industry — is under British control. 

The grasslands have attracted foreign cafital 
to the grazing and related industries. 

Grasses cover a much greater area than forests, and like forests 
they have given way to cultivated crops in most places where 
climate, soil, and other physical factors have made this possible. 
In fact, some land that should have been left in grass is under 
cultivation. 

Some vast regions that are classified as grasslands are so poor 
in soil and so inhospitable in climate that they support only sparse 
populations — human and animal. This is true of the broad belt of 
tundras that extends across arctic America and Eurasia, and of 
mountain areas with similar climate and soil — such as the high, 
cold plateau of Tibet. It is also true of desert regions (in North 
America, Australia, Africa, and Asia) where grasses come and 
go with the infrequent rains. 

Somewhat more useful to man are the savannah regions with 
their tall tough grasses, south of the Sahara in Africa, and in the 
Orinoco valley of Venezuela. Here a hot rainy season of three to 
six months alternates with a hot and very dry season. Agriculture 
is precarious, and the raising of cattle— poor in quality— is the 
principal agricultural industry. 

Two general types of grasslands are of considerable economic 
importance. Though widely different in character, both are located 
in the middle latitudes. ( i ) The temperate steppelands in the dry 
interior of the several continents, with their cover of relatively 
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short grasses, have furnished a basis for the major part of the 
world’s great meat-producing industries. In the Americas they 
occupy considerable space in western United States and Argen- 
tina, and extend into Mexico, Uraguay, Paraguay, and southern 
Brazil. In Africa they stretch across the southern tip of the 
continent and up into Rhodesia. In Australia they are located in 
the southeastern part. In Eurasia they extend east from the 
Caspian Sea in a narrow strip that lies north of the desert regions 
and circling the Gobi Desert pushes south into China — where 
pressure of population has forced the cultivation of such land in 
spite of famine in frequent drought years. (2) In the moist, mild 
lowlands of the British Isles, Holland, and Denmark, and a 
similar area in western Oregon, Washington, and a section of 
Chile, the nutritious grass cover that is green most of the year 
has encouraged development of a highly efficient dairy industry. 
By-product skim milk from this industry explains the importance 
that some of these areas have attained in growing world-famous 
pork products. 

Cattle, sheep, and other meat and dairy animals are produced 
in mixed farming areas near prosperous centers of population as 
well as on ranches and dairy farms. There is also a very large 
cattle population in crowded India where the animals are poor 
milk producers— valued principally for the work they perform 
and for their hides. The map on page 99 shows the distribution 
of the world’s cattle, with its great concentration in Argentina, 
the United States, the North Sea section of Western Europe, and 
in India. 

A map of the world’s sheep population would show greatest 
concentration in Australia, with the U.S.S.R. and the United 
States ranking second and third. A world map for hogs would 
show concentration in the United States, Germany, and Brazil, and 
also in China where the long-nosed razorbacks provide the bristles 
important among China’s exports, as well as pork. Few or none 
would be shown in great areas of Asia and Africa, occupied by 
Mohammedans and Jews whose religions prohibit consumption 
of pork. 
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World Distribution of Cattle 
(Each dot represents loOjOOO head) 



Note* Avetage cattle population (including^ buffaloes) in 1937 and 193S. 

The world’s dairy industries depend primarily on domestic 
capital, but production of beef and mutton and their world-wide 
distribution depends heavily on foreign capital.^ The investment 
of British and American companies in packing-house plants in 
South America, Australia, and New Zealand amounts to some 200 
million dollars or more, with some 20 million dollars or more 
in foreign sales organizations. British interests also have more 
than 20 million dollars in South American cattle ranches and 
sheep farms, principally in Argentina, and additional amounts in 
Oceania. 

II. MINERAL RESOURCES^ 

Unlike agricultural production, mining can be carried on only 
where minerals have been deposited by nature. Moreover, the 

“ Based on Simon G. Hanson, Argentine Meat and the British Market (1938), 
pp. 207, 237, Standatd. Statistics Records, and on an unofficial report in De- 
partment of Commerce files. During the 1880’s British capital was invested in 
cattle ranches and packrng plants in the United States, but most of those in- 
vestments have long since been sold to American purchasers. 

■’This section is based principally on U S. Bureau of Mines, Minerals Yeat- 
book, rpyy (1945)) T. S. Lovering, Minerals in World Affairs (1943),* 
C. K. Leith, J. W. Furness, Cleona Lewis, World Minerals and World Peace 
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distribution o£ the world’s economic mineral deposits appears to be 
haphazard in manner and limited in extent. Some large areas 
have few mineral deposits of economic importance, while other 
areas have many. Some types of minerals are widespread through- 
out the world, others are concentrated principally in a very few 
deposits. In all only a small fraction of i per cent of the earth’s 
surface is underlain by mineral deposits of economic importance. 

Minerals are indispensable to industry — providing the raw ma- 
terials from which machines are made and the power for running 
the machines. They also provide many of the materials required 
for the chemical and fertilizer industries, many kinds of abrasiyes, 
and the stones and earthy products used in the ceramic industries 
and in the manufacture of many building materials. Approximately 
two thirds of the world’s mineral production are used by the in- 
dustries of the producing countries. In 1938 about lO per cent 
of the total capital invested abroad by all nations was invested in 
the production and distribution of minerals. 

Little foreign capital has gone 
into coal froduction. 

Coke from coal is the basis of the iron smelting industry. With a 
view to economy in transportation costs, the heavy industries — 
blast furnaces, steel mills, and large steel fabricating plants — are 
concentrated in coal-producing regions with easy access to coking 
coal and coal for power production.^^ That is to say the location of 
the world’s heavy industries has been determined by the distribu- 
tion of the more important coal fields.^’ Probably the basic im- 
portance of coal for domestic industry explains the fact that in 
practically all coal-producing countries, domestic capital controls 
the industry. 

It requites only a ton of coal (reduced to coke) to smelt a ton of g-ood 
iron ore, but it takes two more tons of coal to convert the iton into steel manu- 
factures required by consumers. Therefoie iron ore usually goes to coal. 

■"whether the development of atomic energy will affect the geographic dis- 
tribution of industry is a question for the future. 
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Large amounts of foreign cafital are 
invested in the -petroleum ind-ustry. 

Only two of the important industrial nations produce petroleum 
in major amounts. These are the United States and the U.S.S.R. 
Other petroleum producers of outstanding present or potential im- 
portance are located in the Caribbean area, the Middle East, and 
the East Indies — areas largely devoid of industrial development. 
But petroleum is so important, both in peace and war, as a motive 
fuel and a source of lubricating oils, that commercial control over 
a large part of the world’s production is held by the great industrial 
nations. 


World Production of Petroleum 
(Each dot represents 250,000 metric tons) 



The British, Dutch, and Americans are the principal investors 
in foreign petroleum. In fact, the British government itself is the 
major stockholder in Anglo-Iranian Oil, a company with large 
oil investments in the Middle East. The British and Dutch, 
through their investment in Royal Dutch Shell, control an im- 
portant share of the production and distribution of oil in the 
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Caribbean area, the United States, various countries o£ the Middle 
East, and the East Indies. French and Swiss capital are important 
in American oil, and French capital has a share in the oil of the 
Middle East. The large oil companies of the United States have 
investments in most of the oil-producing areas of the world. 

The Soviet Union has permitted no foreign investment in Rus- 
sian oil — except a relatively small Japanese concession in Sakhalin 
Island— and has had no capital invested in the oil of other coun- 
tries. Since World War II the Japanese concession has been can- 
celed, and the Soviet Union has shown considerable interest in 
foreign oil, particularly in Iran. 

Some of the morld's neater fower resources 
have been developed by foreign capital. 

Hydroelectric power is important in the production of many 
metals such as the ferroalloys, aluminum, and tungsten and in the 
refining of such metals as nickel, copper, and zinc. Foreign capital 
has gone into the development of water power in Canada, Norway, 
Austria, Italy, and Japan. Recendy it was reported that Swiss 
interests will help develop a hydroelectric project in northern 
Italy, taking payment in deliveries of power.^‘ Africa, which is 
deficient in coal and oil, has great supplies of potential water 
power, particularly in the Congo Basin. There are also some 
large potential resources in South America and Asia, but thus far 
their development has not appeared to be of economic importance. 

The great coaLproducing nations have invested 
widely in iron ore and the ferroalloys. 

In this age of substitute materials, modern industry has found 
no adequate substitute for iron and steel, or for some of the alloy 
metals used in the manufacture of special-purpose steels. Most of 
the countries possessing coal resources sufficient for maintaining a 
steel industry import some iron ore, and all of them import a con- 
siderable part of the alloy metals they use. 

Iron ore in the major producing countries — United States, 
U.S.S.R., France, Sweden, and the United Kingdom — ^is under 

“ World Refort, May ao, 1947, p.i. 
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domestic control, except for Belgium and Luxemburg capital in 
Franced® Elsewhere foreign capital is important: American capital 
is invested in the mines of Chile, Cuba, and Brazil, and in develop- 
ment operations in Venezuela, Canada, and Labrador. German 
capital before World War II controlled Austrian and Rumanian 
mines. British capital is invested in Australia, Newfoundland, and 
Spain j French capital in Algeria and Spain. Japanese capital was 
placed in the Philippines and British Malaya. 

Manganese, indispensable in the manufacture of all kinds of 
steel, is produced in important amoimts in none of the highly 
industrialized countries of the North Atlantic area. Russia is the 
world’s largest producer. India, of second importance in pro- 
duction, is the largest exporter. Other leading producers are the 
Union of South Africa, the Gold Coast, and Brazil, and many other 
countries produce the ore in sizable amounts. 

The British are in commercial control of the extensive Empire 
and Egytian resources. Capital from the United States controls all 
production in the Gold Coast and Cuba and a large share of the 
Brazilian output, French capital has developed deposits in North 
Africa. Japanese companies were mining manganese in the Philip- 
pines and British Malaya in the 1930’s. 

Chromium; which has no subsitute for use in the so-called super- 
steels and is used in other kinds of stainless steels, comes principally 
from Turkey, the U.S.S.R,, Southern Rhodesia, the Union of South 
Africa, Cuba, and a number of small but important producers. About 
half of the world output is taken by the metallurgical industries 
and the rest by the refractory and chemical industries. With one 
exception (the U.S.S.R.) the steel producing countries import the 
greater part of their requirements. 

British capital controls chromium production in the Union of 
South Africa, Southern Rhodesia, India, and almost half the output 
of New Caledonia (also some in Yugoslavia until expropriated). 
American capital has a controlling interest in Cuba, the Philippines, 
in more than half the output of New Caledonia, and an important 
share in the British companies operating in Africa. At the outbreak 
of World War II German interests controlled about 22 per cent of 

“Before World War 11 Luxembvirg- capital was invested in German iron 
mines (in the Saar), and the Germans had some leaseholds in Sweden. 
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production in Turkey^" and some in Yugoslavia, while French 
capital accounted for a substantial part of the output from Greece 
and Yugoslavia, about one third of Turkey’s production, and some 
in New Caledonia. 

Nickel is also used in special-purpose steels — a use that accounts 
for about 6o per cent of world output. Canadian production (about 
85 per cent of the world total) is controlled by British, American, 
and Canadian capital. Production in New Caledonia (about 10 
per cent of the world total) is vuider Belgian and French control. 
The Soviet government controls output in the U.S.S.R., the third 
largest producer, and increased its holdings by taking over Inter- 
national Nickel’s mines and installations in Finland in September 
1944.°’ The small production of Norway is under British control. 
American capital is invested in Cuban operations and Brazilian 
reserves. 

Tungsten, used in steel for high-speed cutting tools, is produced 
in many countries. Prior to the Japanese invasion, China (and 
Chinese capital) produced more than 50 per cent of the world 
supply. British capital controls production in Burma and Malaya — 
countries ranking second and third as producers — and also in 
Portugal, Australia, and Africa. American capital controls pro- 
duction in the United States and part of that in Peru and Bolivia. 

Molybdenum md vanadium are also important alloy metals 
used by the large steel manufacturing countries. More than 85 
per cent of the world’s annual supply of molybdenum is produced 
in the United States by American capital. 

Peru formerly was the leader in vanadium production, but a 
heavy export tax levied on the metal in 1932 discouraged produc- 
tion. Moreover, a method of recovering by-product vanadium from 
iron-smelter slag has recently resulted in a great increase in Ameri- 
can production. American capital controls vanadium output in 
Peru as well as in the United States, two countries that together 
accounted for 80 per cent of world output in 1943. The rest of the 

” Depaitment of Overseas Trade, Refoit on Economic and Commercial Con- 
ditions in Turkey, April 1939, p. aS. 

^’For which it promised to pay the company lo million dollars over a period 
of 6 years. 
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world’s supply comes very largely from Southwest Africa and 
Rhodesia, where British capital is in control, with some American 
participation and (prior to World War II) some German. 

Many other industrial minerals are -financed and 
consumed largely by the hg industrial nations. 

Important among the nonferrous metals are copper, tin, lead, 
zinc, aluminum, and in recent years magnesium. The nonmetals 
of industrial importance include sulphur for the chemical in- 
dustries, nitrates,"® phosphates, and potash for the fertilizer and 
certain other industries. 

The United States ranks first among the nations as a producer 
of most of these minerals and has a large stake in the production 
of other Western Hemisphere countries. It is almost entirely 
lacking in domestic tin and, although it shares ownership in 
Bolivian production, is in a decidedly weak position regarding this 
mineral. In normal years it has also imported a considerable part 
of the bauxite (the principal aluminum ore), bringing these im- 
ports largely from American-controlled deposits in British and 
Dutch Guiana. 

American capital has a controlling interest in the copper produc- 
tion of Canada, Mexico, Chile, and Peruj in the lead and zinc out- 
put of Mexico, South America (and of Poland also until the mines 
were nationalized). With the participation of Canadian capital, it 
also controls Newfoundland lead and zinc. It controls production of 
aluminum and chemical nitrogen in Canada; shares with Britain 
in the control of Chile’s natural nitrate; has a large interest in the 
British-controlled copper mines of Africa'"’; and has minor hold- 
ings in the aluminum production of Italy, France, Norway, and 
the United Kingdom. 

Great Britain is almost entirely lacking in domestic output of 
the group of minerals considered here. Only in chemical nitrogen 

“See U. S Tariff Commission, Chemical Nitiogen, Kept. No. 114, Second 
Series (1937), particularly pp 15-16, 107-09, 118-20, 162. 

® During the war domestic production of bauxite increased tremendously, out- 
put in 1943 being 16 times that of 1939. 

” U. S. Buieau of Mines, Minerals Yeaibook, 1943, p. 166. 
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and magnesium is Britain a large producer. The basis for the coun- 
try’s production of these two minerals is its coal output, which 
provides the power needed to obtain nitrogen from the air, by- 
product nitrogen from the production of coke, and magnesium from 
sea water. British tin, once an important export, now accounts 
for less than i per cent of the world total. But British capital 
controls production in many parts of the world: copper in Rho- 
desia, Spain, and Finland; tin in British Malaya, Siam, Burma, 
Nigeria, and the Union of South Africa; lead and zinc in Rho- 
desia, Australia, and Spain, and some in Yugoslavia until ex- 
propriated; manganese ore and some phosphates in Egypt; and 
(with Dutch collaboration) phosphates in Nauru. The British also 
have a minor interest in the copper of Canada and Mexico, the 
potash of the United States, and the chemical nitrogen of Norway 
and the Netherlands. 

France is the world’s largest producer of bauxite, largely under 
the control of French capital, and controls some bauxite output in 
Italy. It is one of the major producers of potash and has a well- 
diversified chemical-nitrogen industry. Prior to World Wai* II 
French capital held (and presumably now holds) a major interest in 
the phosphates of North Africa and a minor investment in Nor- 
wegian, Bolivian, and Mexican copper. Its investment in the copper 
and bauxite of Yugoslavia has been expropriated. 

Germany has large potash resources and before World War II 
was the world’s principal producer of magnesium, chemical nitro- 
gen, and aluminum (the latter from imported bauxite) and an 
important producer of lead and zinc. It had a minor share in the 
aluminum industry of Hungary and the potash industry of the 
United States and (together with Hungary) controlled a large 
share of the Yugoslav aluminum industry. 

Netherlands capital conti'ols the tin and bauxite of the Dutch 
East Indies. Belgian capital controls Congo copper and tin and a 
considerable share of the world’s diamond output of both gem and 
industrial grades. The Netherlands and Belgium are both im- 
portant producers of chemical nitrogen. Swedish investors con- 
trolled production of copper in Norway. Chinese investors had 
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large holdings in Malayan tin and a minor share in the tin produc- 
tion of Siam. 

HI. HUMAN RESOURCES 

If the earth’s population were evenly distributed over the land 
surface outside the polar regions, there would be some 42 inhabi- 
tants per square mile — including mountains, deserts, northern tun- 
dras, and tropical jungles, as well as arable land. But population is not 
distributed evenly. Over some large areas it is now spread extremely 
thin, even though some of these areas may in the distant future 
support large numbers of people. In other regions, with prevailing 
methods of production in agriculture and industry and the existing 
system of trade and transportation, there is serious overcrowding. 
Variations in the character of the people of different world areas 
are as great as the variations in numbers. 

The number of the fofuUtion afects 
the froductivity of imforted cafitd. 

Sparsity of population discourages foreign investment in some 
areas. Brazil is one of the countries plagued by a shortage of labor. 
From the passage of its antislavery law in 1871 until a new policy 
was adopted in 1934 (put in force in 1938), the government 
actively encouraged the immigration of farmers and farm workers. 
For example, it assisted in the organized importation of Japanese 
contract laborers to meet the insistent demands of coffee planters.®’’ 
It has been estimated that if the country’s natural resources were 
fully developed, a population much greater than the present 42 
millions might be supported. But development of these resources 
would require the immigration of capital as well as labor. 

Labor shortage has been a limiting factor in the production of 
palm oil in the Congo, in the mining industries of the Congo, the 
Transvaal, and Southern Rhodesia, and in the development of 

” J F. Noimans and Antonella Gerbi, T/w Japanese in South America (194.3), 
pp. 19-225 Pacific Affairs, September 1941, pp. 308, 314-16. On labor shortages 
handicapping- rubber production in Biazil during and after 'World War 11 , see 
K E. Knorr, Rubber After the War, Food Research Institute, Stanfoid Univer- 
sity (1944), p. 42. 
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French West Africa,’*” In fact, scarcity of labor is characteristic 
of most new ventures in Africa, where many factors combine to 
retard the growth of native populations. Economic and health 
conditions invite European colonization in very few areas, while 
the immigration of Indian and Chinese labor is discouraged or 
barred by law in many parts of the continent. ’ ' 

The problem of “too many” people discourages the entry of 
foreign capital in some areas. Where there are too many people 
for the resources and present stage of development of an area — 
as there are in southern Asia, the Caribbean Islands, and parts 
of eastern Europe, particularly in eastern Poland, Italy, and 
some Balkan countries — wages are depressed and living standards 
are low. In India and North China so many people are dependent 
on unstandardized, small-scale agriculture that millions die of 
starvation when drought or flood brings crop failure. 

Under these conditions foreign capital may not be able to find 
profitable employment in serving the people of the area — by estab- 
lishing manufacturing plants or building public utilities. Therefore, 
direct investments in such areas are likely to be concerned with 
the development of mineral resources or the production of planta- 
tion crops. For example, half the people of the world live in Asia, 
but Asia produces less than lo per cent of the world’s manufactures, 
and is served by less than lO per cent of the world’s railway mile- 
age. Plantation rubber, sugar, and tea and the minerals of Malaya, 
Burma, and the Indies have attracted large amounts of foreign 
capital. 

In Malaya, where the climate is favorable for growing rubber, 
the great numbers of workers available, principally from China 
and India, made possible the area’s supremacy in that crop when 
the seeds of the Hevea tree were smuggled out of Brazil. The 

’’’ Frankel, CafUa! Investment in Afnta, pp. 310, 334-35, 369; Hailey, An 
Afilcan Stuvey, pp 603, 637, 681, 1114 Hailey attiibutes this in part to the 
drain of the slave trade and to the prevalence of diseases, insects, and malnutri- 
tion. A. M Caii-Saundeis adds to this the maintenance of tribal and other 
customs that keep the families small, Wojld Pofulatton (1936), pp. 295, 302-06. 

■‘“From i860 to 1866 and from 1874 to 1911 indentured laborers were brought 
from India to work on the sugar plantations of Natal, and in 1903 South Africa 
experimented with imported Chinese labor. Hailey, An African Survey, pp, 319, 
638 
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labor force available for the new plantations had long experience 
with rice culture and therefore was already schooled in the steady, 
painstaking habits needed for the job. This is in contrast with the 
disappointments experienced by those who have undertaken to 
grow plantation rubber in the Amazon Basin, where the tree 
originally grew. There the native population is sparse and has no 
tradition or liking for the steady employment of the plantation.’’** 
Careless tapping of the wild trees has reduced production from 
that source, and a blight that attacks the trees adds to the present 
difficulties of the industry. However, development of blight- 
resistant stock appears to be easier than the provision of an adequate 
labor force. 

Haht and custom are factors affecting 
the emfloyment of foreign cafital. 

In India the efficiency of production has long been affected by 
Social custom and religion. The caste system of the Hindu has 
prevented the best use of man power, for it prohibits men of 
different castes from working together. The religion of the Hindu 
that teaches veneration for all life and prohibits the killing of 
animals further complicates the problem of utilizing India’s re- 
sources. This doctrine prevents the necessary culling and best use 
of the country’s large cattle population — for the Hindu cannot 
kill his cattle for meat, and when they die of old age, he gets an 
inferior grade of leather from their hides. India produces very 
little milk for its poverty-stricken people although its has 33 per 
cent of the world’s cattle. In fact the keeping of cattle in such large 
numbers actually reduces the available food supply, because some 
land now reserved for grazing might otherwise be put under 
crops.**® 

Ford obtained the concession for his large rubber plantations in Brazil in 
1927. In December 1945 the United Press reported that the plantation — repre- 
senting an investment of almost 9 million dollats — ^had been sold to the Bia- 
zilian government for $250,000. Washington Post, Dec 16, 1945. (The Inter- 
Ameiican, April, 1946, p 44, put Ford’s expendituies in Brazil at 15 million 
dollars ) 

“ Radhakamal Mukeijee, Food Planning for Four Flundred Millions (1938), 
pp. 131-32, 137, 144, 187, Forti/Wj November 1943, p. 195; Foreign Commerce 
Weekly, Jan, 8, 1944, p. 5. 
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In China for generations the people lived on the memory of 
their glorious past and therefore failed to keep abreast of current 
developments. This has impeded their progress, although they 
are energetic and willing to work and are leaders in the trade of the 
Pacific area. Their adherence to ancient custom has retarded the 
introduction of machine industry, and their educational system has 
given little or no attention to modern science and its application 
to agriculture and industry. Their transportation development 
was long retarded by traditions that forbade the railway builders 
from disturbing the graves and cemeteries that dot the countryside. 
They have exploited their minerals only in a small-scale way. 
Being out of touch with the West when steam power was put to 
work, they have been slow in using their large coal resources. Even 
for heating and cooking, they have “burned grass roots within a 
few miles of easily accessible coal.”-’® Meantime development of 
the country’s resources by use of foreign enterprise and foreign 
capital has been hindered for centuries by the country’s intolerance 
of most things foreign. 

In Turkey, where 75 per cent of the population are agricultural, 
mining and manufacturing industries find it difficult to recruit a 
labor force. At sowing and harvest time, the workmen leave the 
factories and mines and return to their villages to plow and 
harvest.^^ 

In the well-developed industrial regions of Western Europe and 
Northeastern United States, a dense population is associated with 
high productivity and high living standards. This is made possible 
by highly specialized and efficient methods of industrial and agri- 
cultural production. With natural resources practically limited to 
climate, soil, and slope favorable for agriculture, Holland gained 
world-wide recognition for the excellence of its bulbs and nursery 
products, and the output of its dairies. Denmark excelled in dairy 

^ Owen Lattimoic Inner Asian Fiontiers of China (1940), p. 44. Lattimoje 
explains that the taxes levied on the mining' industry amounted almost to 
blackmail, officials being indifferent to the promotion of the industry. 

” Department of Overseas Trade, Re-port on Economic and- Commercial Condi- 
tions m Turkey, April, 1939, pp 20-21 
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products and bacon. Switzerland (with little agricultural land, and 
handicapped in heavy and large-scale industries by lack of coal) at 
an early date developed special skills in the manufacture of fine 
watches, clocks, jewelry, silk fabrics, and knit goods. Later, when 
long-distance transmission of electric power became possible, the 
country developed an aluminum industry based on domestic water 
power and imported bauxite, and also produced electricity for ex- 
port. Germany, Great Britain, and Belgium have specialized in the 
heavy industries and textiles, utilizing their own coal resources and 
iron ore readily available from domestic or nearby foreign mines. 
Throughout this part of the world the skills, techniques, scientific 
discoveries, and inventions of the workers more than offset certain 
deficiencies in natural resources. They have constituted a primary 
resource of the area. 

IV. INDUSTRIAL RESOURCES 

The world^s industrial resources— its factories and mills, trans- 
portation systems and other public utilities and its principal com- 
mercial and financial institutions— are largely concentrated in a 
few favored areas, with thin coverage in the rest of the world. 
These are areas where the population is sufficiently numerous and 
prosperous to warrant large-scale development of industry. For- 
eign capital has participated in financing these developments— on a 
direct investment basis in many cases, but also by the purchase of 
corporation bonds and shares and by loans to governments for 
developmental purposes. 

Two industrial areas are of outstanding importance. One is the 
North Atlantic section of Europe that, by definition, takes in the 
British Isles and extends east into northern Italy, western Czecho- 
slovakia, and Austria. The other includes the East North Central 
and Middle Atlantic states of the United States and a narrow 
adjoining strip of territory in Canada. Others that are of secondary 
importance are located along the west coast of the United States; 
in three South American areas (centered in Rio, Montevideo and 
Buenos Aires, and Valparaiso); at the tip of South Africa; in 
southeastern Australia; and in Japan. 
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Foreign investment in manufacturing is frincifally 
in branch factories and assembling flants. 

In the main, manufacturing enterprises are established abroad 
to facilitate and expand the foreign sales of a company already 
operating in the domestic field. This explains the presence in the 
United States of foreign-controlled manufacturing concerns such as 
the British-controlled Lever Bros, (soap and margarine), American 
Viscose Co. (rayon), Coats (J. & P.) Ltd. (thread) 5 and two 
Canadian-owned manufacturers of distilled liquors — Seagrams Ltd. 
and Walker (H.) G. & W. It also explains the large foreign in- 
vestments of General Motors, Ford, International Harvester, and 
other American manufacturing companies. 

The principal purpose of these investments is the exploitation of 
foreign markets — in contrast with investments abroad in agricul- 
ture, mining and smelting, and in petroleum production, where 
exploitation of foreign resoui-ces is the principal purpose of the 
investment rather than the exploitation of foreign markets. In 
a comparatively few industries, for example in the Canadian pulp 
and paper industry, the jute industry of India, and the canning and 
processing of fish, factories are operated abroad to use foreign 
raw materials in the production of goods for the home market. 

Figures concerning the location of American-controlled assemb- 
ling plants and factories abroad show that in 1943 the American 
investment in such enterprises amounted to 2,153 rmllion dollars, 
of which 878 millions were placed in Europe and 818 millions in 
Canada. Foreigners had about 2,500 million dollars invested in 
American manufacturing, but of this amount only 714 millions 
were in plants under foreign control.'*® The rest represented foreign 
holdings of the bonds and shares of Anoerican companies operated 
and controlled by Americans — securities that to some extent repre- 

“*Sold to Ameiieans in the spiing of 1941. 

Figures for American investments abioad in manufactuiing are from U. S. 
Treasuiy Department, Census of American-Omneil Assets in Foreign Countries 
(1947), p. 26j and for foreign investments in the United States, from Census 
of Foreign-Owned Assets m the United States (1945), p. 29, and Paul D 
Dirkens, Fotetgn Long-Term Investments in the United States sgs'jsg- U. S. 
Department of Commerce, Economic Seiies No. ii (1940), computations based 
on pp. 21, 70-73. 
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sented a hedge against the disturbed political and economic con- 
ditions in other countries. 

Detailed information of this kind has not been compiled for 
other countries, but we know that the countries of western Europe 
had substantial direct investments in foreign manufacturing. 
British, French, and German chemical companies before the war 
had subsidiaries and branches in many countries. British, French, 
and Italian automobile companies, British and Dutch soap and 
margarine producers, and Czechoslovak glass and shoe companies 
had branches in many industrial centers. French metallurgical 
companies held a large interest in the iron and steel manufacturing 
of many European countries. A Dutch concern made incandescent 
lamps in many and far-distant places. In its main outlines this 
network of direct investment in manufacturing has not been 
greatly changed by the war, although there have been changes 
in ownership in some cases as well as wartime destruction of plant 
and equipment. 

Foreign cafital has helped build and oferate 
the world's transfortation systems. 

Climate and terrain have prevented the building of railways in 
some areas, and in some the poverty of the population is a hin- 
drance. China, with its many millions of poverty-stricken peasants, 
averaged only 2.7 miles of railway per thousand square miles of 
land area prior to the Japanese invasion. South American countries 
for the most part are sparsely covered. For Venezuela in 1938 the 
average was only 1.5 miles, Bolivia 2.4, Uruguay with 25.6 miles 
and Argentina with 22.2 were best supplied in South America. 
Cuba, with its many miles of sugar roads, averaged 70.2, the 
highest of all Latin America.''® Prior to World War II Belgium 
ranked first in railway density with 226 miles per thousand square 
miles 5 Great Britain second, with 214 miles. The United States 
with 82 miles stood first in the Western Hemisphere, and Japan 
with 103 miles outranked any other country of Asia. 

'““Based on U. S. Department of Commerce, Foreign Commetce Yearbook igsQ! 
Statistical Abstract of the United States ig^i, p. 4615 Katrine R C. Greene, 
“Transportation . . ,” Pt. 2 of the Economic Smve\ of the Pacific Aiea (1942) 
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The British have been leaders in building the world’s railways, 
often pioneering in undeveloped areas to bring to market an in- 
creased and lower cost supply of some important foodstuff or raw 
material. In the early age of railway building they furnished part 
or all of the capital required for many roads on the continent of 
Europe and in the United States, and at the outbreak of World 
War II they still held the securities of some continental rail- 
ways (particularly French) and some American. Their total in- 
vestment in foreign and colonial rails in 1938 was estimated at 
8 i 2 million pounds sterling. In addition a large part of their 
foreign government bonds represented funds furnished for railway 
construction or securities taken in exchange for railway issues. 

In South America railway developnient has depended heavily 
on British capital. Most of the Argentine roads were built, and 
until recent repurchase by the Argentine government, most of 
them continued to be under British control. In Brazil the railways 
were originally built by British companies with Brazilian govern- 
ment guarantees. Later most of them were acquired by the 
Brazilian government m exchange for issues of its own bonds. 

The British financed and built most of the railways of the 
Empire. They built and owned the early railways of India— but 
with interest and, in many cases, dividends, guaranteed by the 
Indian government. Following a change in policy in 1870, the 
Indian government began taking responsibility for the construc- 
tion of new roads, although most of the required capital continued 
to come from London. The Indian government also began acquir- 
ing ownership of roads already built by exchanging its own securi- 
ties for the outstanding issues of the companies. Finally, complete 
control of the roads was purchased by the Indians following 
World War II." British investors financed a large part of the 
capital used in building the railways of Canada and in 1937 owned 
about two thirds of the Canadian railway securities held outside 
the Dominion. 

The French have supplied a sparse railway net for their colonial 
possessions and also helped finance the limited mileage that serves 

" See p. 59 above. 
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the Balkan area. They furnished a major share of the funds 
borrowed for railway development in Russia—all of which was 
lost to them as a result of debt repudiations following the revolu- 
tion. They extended some large loans to a number of railroad com- 
panies in the United States prior to World War I— most of them 
liquidated during or soon after the war. And they still retain 
some important blocks of South American securities that represent 
funds originally furnished for railway building. 

The American investment in_ foreign railways has always been 
considerably smaller than the British. It includes outright control 
of some mileage in Canada and a large portfolio of bonds and 
shares, but the American investment in Canadian railways in the 
late 1930’s was only about half that held by British investors. 
American holdings also include direct investments in Cuba and 
Central America and the securities of other roads in these areas. 
Until the nationalization of the Mexican railways (1906-08), 
American investors also owned a very considerable mileage below 
the Rio Grande — and they still retain ownership of some 1,486 
miles of steam lines.^® American loan capital for the railways of 
other countries has been of relatively minor importance. 

The same natural and economic conditions that have helped 
or hindered railway building in some parts of the world have also 
affected motor transportation. At the close of 1939 the United 
States, with an average of 4 persons to the car, was best supplied 
with motor vehicles. At the other extreme was Liberia with 
1 2,000 persons to the car, China with more than -6,000, and India 
with more than 3,000. 

Comparatively little foreign capital has been invested in the 
building of highways for motor transportation. This is partly 
because highways, except toll roads, are not investments that can 
be operated for private profit. If well considered in terms of the 
area to be served, however, they increase the wealth and taxable 
capacity of the area, benefiting its people and its government. In 
undeveloped countries their construction calls for the importation 

‘"In June 1947 the Mexican government took ovei opciation of 1,313 miles, 
of the 1,486 owned by the Southern Pacific Co. Suxtidanl C01 poration Records, 
P-S, August-Septembcr 1947, p 1340. 
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of foreign engineering services, road-building machinery, and even 
road-building materials such as cement and asphalt. Therefore, 
during the 1920’s, when private loan capital was plentiful in the 
United States and big American construction companies were eager 
for foreign contracts, many foreign governments — principally in 
Latin America — ^negotiated dollar loans to finance road building. 
Other countries not suppliers of steam shovels, grading machinery, 
and the like, took little or no part in such loans.*’^ 

The airplane is taking the place of railways that have been 
planned but not built, bringing remote areas closer together. In 
ice-bound Canadian provinces it carries freight to and from mines 
formerly reached only by canoe in summer and dog team in 
winter. In South America it has cut the Lima-to-Iquitos journey 
from 40 days by land to 6 hours by air. In the jungles of New 
Guinea it has facilitated development of the Morobe gold fields— 
a week’s journey from the coast by land, 25 minutes by air. 

The bulk of the foreign capital used in developing air trans- 
port has been placed in Latin America. American capital is by 
far the most important, with the German companies strong com- 
petitors in South America until they had to abandon their invest- 
ment or were expropriated during World War 11 . Of lesser im- 
portance in South America were the companies controlled by the 
French, Italians, and Dutch. British investment in South America 
was almost entirely absent. In the air transport systems of Europe 
and the countries under European control, there was little or no 
foreign capital, and in many cases there was partial or complete 
government ownership.*’’ 

Foreign cafital has j-wmishei telecommunications 
and other fublic utilities for many countries. 

The people of the United States and Britain are the principal 
foreign investors in public utilities. An American telephone com- 

On American loans foi public works see Cleona Lewis, America’s Stake in 
International Imestments (1938), pp. 378-86, and on the British attitude towaid 
highway building in Argentina see Ysabcl F. Rennie The Argentine Refublic 
(i94S)j PP' 231-34, 241-42. 

’‘Based on Oliver James LissiUyn, International Air Transfott and National 
Policy (1942), pp. 300-57; William A. M. Burden, The Stniggle for Aiiviays 



INDUSTRIAL RESOURCES 


117 

pany, for example, has organized and retains control of telephone 
companies all over the world — but with large participation by 
investors of other countries. An American power company has sub- 
sidiaries in South America, Central America, West, Indies, Mexico, 
India, and China. Other American power companies have invest- 
ments in Canada. American loan capital has been provided for the 
electric-power corporations of various countries, among them Aus- 
tria, Germany, Italy, and Japan. 

British and Canadian capital is invested in electric tramways and 
power plants in a number of Brazilian cities and in Bolivia.'*'' 
British companies also own and operate canals and docks, electric 
light and power, gas, telephone and telegraph, tramway and bus, 
and water works companies in many parts of the world. The 
British investment in foreign public utilities in 1938 was put at 175 
million pounds (roughly 875 million dollars in 1938).^ 

Belgian and Luxemburg capital is in control of the big electric 
power company which serves the city and the province of Buenos 
Aires and has subsidiaries in Berlin, Germany, and Paris, France — 
a company in which there is also considerable participation by 
American capital.*^ Belgian capital also is invested in British- 
controlled traction, light, and power companies operating in Brazil 
and in traction companies in Cairo and Alexandria.*® There is also 
some Belgian and some French capital in Turkish public utilities.*® 
French capital helped provide port works for a number of 
Brazilian coastal cities and for the Near East. The French pio- 
neered in the building of the Suez Canal — in which they still have 
a' large interest — and made an unsuccessful beginning on the con- 
struction of the Panama Canal. They also built many small public 
utdities throughout Latin America and may still retain control of 
many of these early investments. 

“Department of Overseas Trade, Bolivia, Revieio of Commercial Conditions, 
December 1944, p. 18. 

Kindersley, The Economic Jousnal, December 1939, PP 684-85, 690 
” Standard Cot fetation Records, C-E, Febniary-March 1947, p. 2303. See also 
p. 154, footnote 23 

■“ A. E Ciouchley, The Investment of Foreign Cafital m Egyftian Comf antes 
and Public Debt (Ministry of Finance, Egypt, technical paper No 12, 1936), 
P- 97 - 

Department of Overseas Trade, Turkey, Revtevo of Commetcial Conditions, 
June 1945, p 14. 



CHAPTER VI 

OPPORTUNITIES AND INDUCEMENTS OFFERED 
FOREIGN CAPITAL 

A glance at the undeveloped and underdeveloped areas of the 
world and at the war-torn countries of Europe and Asia may sug- 
gest that opportunities for investment abroad are almost without 
limit. Yet in the period since VJ-day, private investment — except 
in oil — has been of relatively small importance. The large loans 
that many countries have obtained in the postwar period have been 
mainly intergovernmental, a fact that reflects the risks inherent 
in the unsettled political and economic conditions of the present. 
But as far as the United States is concerned, intergovernmental 
lending is a wartime phenomenon that may be presumed to come 
to an end eventually, leaving to private capital the risks and 
gains involved in the development of world resources. The present 
chapter will consider some of the opportunities and inducements 
the future may offer to persuade private capital again to venture 
abroad. 

I. OPPORTUNITIES FOR DIRECT INVESTMENT 

A survey of world resources indicates that openings exist in 
foreign countries for the employment of venture capital. With 
political and economic conditions stabilized, some of these un- 
doubtedly will prove attractive to American investors. This is 
particularly the case of investments that will aid production of 
commodities wanted in increasing amounts in the United States. 

The worWs latent and fartly developed mineral resources 
offer investment outlets for foreign cafital. 

To supplement the dwindling mineral resources of the United 
States, American companies are making studies of deposits in a 
number of promising areas: they are testing iron ore deposits in 
Labrador and Quebec, northern Brazil and, Venezuela j developing 
ilmenite deposits in Brazil (to obtain titanium oxide, a paint pig- 
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ment used in place of white lead) ; extending their oil investments 
in the Middle East and in the Caribbean areas j developing new 
copper projects in Mexico and South Africaj developing gold and 
silver concessions in Honduras, and new bauxite deposits in Carib- 
bean countries}^ and obtaining concessions for the exploration and 
development of mineral resources in Liberia. 

According to published reports, the British government is taking 
an active interest in the development of the Empire’s mineral 
wealth. It is oi'ganizing geological surveys for the colonies, will 
give financial and technical assistance to miners and prospectors, and 
will aid in the establishment of processing and refining industries 
and in the building of roads, water and power facilities, and other 
public improvements.^ British companies — with or without gov- 
ernment assistance — are extending their search for new mineral 
resources in foreign as well as colonial areas. 

Oil in the Middle East is attracting British, Dutch, and Ameri- 
can capital in large amounts, with some French participation, and 
with the Russian government also seeking concession rights. De- 
velopment of this important mineral resource is expected to yield 
large profits to exploiting companies and political and strategic 
advantages to their governments in time of war.” It will increase 
employment in the area, and royalties on oil produced will pro- 
vide the governments of the area with funds for building badly 
needed irrigation works, railways, and other utilities. 

It is expected that some oil discoveries will be made farther 
east in Asia, in addition to the fields already operating in India and 
the East Indies, Also, there is hope that in South America other 
countries as well as Peru, Colombia, and Venezuela may eventually 
yield oil in exportable quantities. 

The search for new discoveries will continue to occupy the at- 
tention of geologists and to employ funds provided by the big in- 

’ U S. Bureau of Mines, Minerals Yearbook, r9-t5 (1947)1 ilevotes pp. 1597- 
1658 to a review of the mineials situation throughout the woikl 

^ World Refoit, Feb. 18, 1947, p. 13 

’Dorothy V. Knibb, “Fountain of Oil in the Middle East,” Foieign Commerce 
Weekly, May 13, 1944, pp. 5-9 The British government, as the inajoiity stock- 
holder in Anglo-Iranian oil, is directly involved in the exploitation of oil in 
Iian and Iiaq. 
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dustrial countries. Mineral resources in many parts o£ the world 
that are now inaccessible, for one reason or another, will prove 
more attractive to foreign capital as present reserves become de- 
pleted. 

Recent history suggests that important 
discoveries remain for the future. 

New methods of finding concealed mineral deposits have been 
invented in recent years and new techniques for utilizing leaner 
ores or complex refractory ores have been developed. These in- 
volve the application of mass production methods to the work of 
mining and employment of improved methods of concentrating 
and smelting the ores. Developed for the copper industry, these 
methods are now being adapted to permit economic utilization of 
other low-grade mineral deposits. Costs have been lowered by the 
introduction of labor-saving machineiy and by the elimination of 
hazards to health and safety. 

Petroleum is the industry that has made the greatest progress 
in recent years in the technique of exploration. The presence of oil 
in Bahrein Island was well known long before commercial quanti- 
ties were located. As early as 1890 the British government had 
an oil agreement with the Sheik of Bahrein. But British geologists 
I'epeatedly reported that oil in paying quantities was not there, 
and the concession was allowed to lapse. Later Standard of Cali- 
fornia acquired the concession and in 1930 sent out an operating 
man and geologists to begin operations. Eight years later the tiny 
islands in the Persian Gulf ranked fourteenth among world pro- 
ducers of oil.'^ 

Development of oil in the neighboring kingdom of Saudi Arabia 
— whose reserves equal those of the United States — began as late 
as 1933. An expedition to the country in 1927-32, following re- 
moval of the bar against Western visitors, was financed by an 
American diplomat interested in improving the living conditions 
of the people. To this end he took in — as gifts and for demonstra- 
tion purposes — agricultural equipment, pumps, wind-mills, en- 

‘ Knibb, Foietgn Cotmnerce Weekly, May 13, 1944, p. 8. 
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gines, and the like, and brought out data regarding oil and other 
mineral resources. Standard of California obtained a concession to 
explore and develop the oil resources of a large area. Together 
with the Texas Company it organized what proved to be a highly 
profitable subsidiary— now the Arabian American Oil Company— 
to operate the concession. Mining concessions, which were not 
wanted by American firms, were granted to a London company. 
Through the operation of these British and American companies, 
the purpose of the original expedition to the country has been 
realized. The rents and royalties paid by the companies have en- 
abled the government of Saudi Arabia to finance irrigation and 
other agricultural projects, roadbuilding, port development, and 
educational and cultural activities, to the advantage of native 
populations.® 

Chile’s vast deposits of low-grade copper did not become eco- 
nomically important until large-scale methods of mining and 
concentrating the ore were introduced following World War I. 
The possibility of exploiting these deposits was not considered to 
be economically feasible until the use of the steam shovel in open 
pit mining and the introduction of the flotation process of concen- 
trating the ores reduced costs. Tremendous outlays of capital were 
required for developing these low-grade ore bodies — located on the 
slopes of the Andes at an elevation of 7,500 to 9,000 feet. Con- 
struction of a railway to bridge the 80 miles lying between the 
mines and the seaport of Santiago, and later extension of the road 
into higher and even more inaccessible regions, was a notable and 
costly engineering feat. Fortunately for the engineers and the 
capitalists who sponsored the venture, subsequent history confirmed 
their judgment of its value. Anticipated profits were also tre- 
mendous. 

After 55 years of intermittent exploration, the Labrador-Quebec 
area is assuming importance as a potential source of iron ore for 
American and Canadian blast furnaces and mills. The first survey 
of this region was undertaken in 1893. Thirty years later pros- 

° Karl Saben Twitehell, Saadi Arabia, notth an Account of the Development 
of its ’Natural Resowces (1947), pp. 121-77, Ephi-.-iim Speibei, The United States 
and the Near East (1947), pp. 125-33. 
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pectors were hunting for gold in Labrador. In 1929 a syndicate 
financed a large party to search for iron. In 1936 another company 
took over the rights of the former syndicate and the search for gold 
again was pursued. This time, however, it became clear that iron 
would be the great resource of the region. Two years later a 
mining and exploration company (operating with Canadian and 
American capital) signed a concession agreement with the New- 
foundland government. Mining experts expect that Labrador iron 
will rival in tonnage and grade the ore from the old Mesabi 
range, but 100 million dollars or more will have to be spent— 
for a railway, mines, mills, plant, and construction of a town- 
before a ton of ore can be delivered to market. The railway survey 
has been completed and building of the road is planned.^ 

For the immediate fresenty cafital is required 
■for reconditioning damaged mineral froferties. 

The war brought chaos and destruction to the mining and oil 
industries of many parts of the woidd. Machines and installations 
used in the production and shipment of ores and oil have been 
destroyed or dismantled by the owners of the properties, by in- 
vading armies, and later in some countries by the Russians. But 
where political conditions permit, the owners of the properties — 
foreign and native — are making progress in repairing these dam- 
ages. 

In the tin mines of Indo-China, Burma, the Dutch Indies, 
Malaya, and Siam, production has been retarded by the run-down 
condition of machinery and dredges caused by lack of maintenance 
and repairs and war damage. Also production and shipment of 
tin and other ores have been slowed down by political disturbances. 
The petroleum fields and refineries of the southeast Pacific area — 
controlled by British, Dutch, and American capital — for the most 
part are being rehabilitated. In some cases the export of oil was 
resumed by the end of 1946. 

In Europe during the war the Nazis overexploited the mines and 
oil properties without regard for future operations. Since the war 

Ewart Young, “Look to Labrador,” Atlantic Guaidian (Montreal) May 
19475 The Iron Age, Jan. z, 1947, p. 130, Jan. i, 1948, p 214. 
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the reconditioning of the properties has been held back by labor 
shortages, by political unrest, and in some countries by Russian 
control. In Western Europe, however, the rebuilding (or building) 
of refineries by the oil companies is underway, for example in 
France, Italy, and Holland. 

'The -problem of earning and pa-ping capacity 
limits investment opportunities in agriculture. 

It is sometimes suggested that the mechanization of peasant agri- 
culture everywhere could absorb vast amounts of capital — whether 
measured in terms of dollars or machines and equipment. This is 
true of Eastern Europe, the Far East, and most of Latin America 
where even before World War II the most primitive methods and 
equipment were used.'' Throughout Europe, for example, wooden 
plows were common, and power-driven machinery was used only 
for threshing. Only the rich peasants had tractors. Wartime de- 
struction has greatly reduced the supply of oxen, horses, and ma- 
chinery so that recovery — even to prewar levels — will take time. 

In the absence of machines, man-power costs are high. In China 
before the war it cost 26 man days to grow and harvest one acre 
of wheat, but only 1.2 man days in the United States. For an acre 
of cotton the cost was 53 man days in China, 14 in the United 
States. In China and Japan, where rice is set out and harvested by 
hand, production of one metric ton of rough rice cost approximately 
46 man days. The cost was 3 man days in the United States where 
rice, like other small grains, is planted, cultivated, and harvested 
with machines.® 

Such high man-power costs meant, of course, low productivity 
per worker — although in many cases yield per acre was very high. 
A comparison of the prewar net productivity of workers in 20 coun- 
tries is given in the table on page 124. 

Comparisons such as those given here do not argue that the 
problem of agriculture in covmtries of low productivity per worker 
could be readily solved by the introduction of power machines. 

’Doreen Warrinei, Ecotwmtcs of Peasant Farming (1939), pp. 66, 117-18, 
iz6, 136-37; Geoigc Wythe, Industry in Latin America (1945). 

“John Lossing Buek, China's patm Economy (1930), p. 14; Colin Clark, The 
Conditions of Economic Ptogtcss (1040), p. 262 
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Net Productivity per Man in Agriculture, 1934-35“ 
(Production valued at international prices and expressed in dollars 
of 1925-34 purchasing power in the United States) 



“ Cohn Clark, The CondUions of Economic Progt ess, (1940) pp. 244-461 The Economics 

(!/79<5 o (i943),p.33- , 

° Acreage figures used m the computations include arable and pastuie lands except 
figures for the United States and Canada, which exclude unenclosed pastures 


It must be noted that in sections of India, China, and Japan 
and some Balkan countries, where soils are rich and “farms” are 
of minute proportions, agriculture now yields a subsistence income 
for large numbers of peasants. If machines were introduced there, 
workers would be thrown out of employment and in the absence 
of other employment would be left without even their present 
slender income.® Consideration of the problem suggests that pro- 
ductivity in agriculture is a far-reaching domestic problem interre- 
lated with other broad economic and policy problems of the country 
concerned. It involves consideration of alternative employment 
opportunities, land distribution, rental charges, interest rates, and in 
most cases the need for increased transportation facilities and irri- 
gation projects to make new land available. 

° Studies made for certain parts of China have shown that plowing with a 
tractor costs $422 (Chinese currency of 1930) an acre as against $1.62 with 
buffalo team — a consideiable increase in money costs. Buck, Chined s Emm 
Economy, p. 3155 Wariiner, Economics of Peasant Farming, p. 108 On the 
task of rehabilitating Western Europe, sec Kail Biandt, The Reconstruction of 
World Agiicultme (1945), pp. 232-35 
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The task that foreign private capital would face if it undertook 
to equip Asia’s hundreds of millions of peasants with farm tools— 
not to mention machines— bafEes the imagination. It is an under- 
taking that the governments of Asia might include as part of long- 
range industrialization plans— encouraging the development of 
domestic industries that in turn would produce the tools needed by 
the peasants. 

Captal provided for imgauon and drainage fro feels 
would increase agricultural froduction. 

Irrigation and drainage projects would make it possible for some 
areas to produce a greater variety and volume of crops. Most of 
Eastern Europe suffers from lack of rainfall and summer drought, 
but does not have the capital required for irrigation facilities. 
Eastern Poland has an added problem: while part of its land is too 
dry, the Pripet Marsh section is too wet for cultivation. In French 
West Africa, large-scale irrigation would make the production of 
cotton possible.’-'’ 

In China the control and harnessing of the Yangtze River is a 
major project for the future, but not one likely to invite the direct 
investment of foreign capital. By preventing recurring floods it 
would prevent great crop losses, while development of available 
water power would add to the industrial resources of the country. 
American engineers in the employ of the Chinese government are 
at work on plans for this great construction job. 

Beyond present limits of cultivation in China, use could be made 
of agricultural machines and irrigation equipment for expanding 
agriculture into arid regions that now will not provide even a bare 
subsistence for man and beast. The difficulty is that China’s pur- 
chasing power in foreign countries is limited, while its demand for 
foreign goods is very great. 

Projects of this kind call for tremendous expenditures. For 
colonial areas the government of the metropolitan power concerned 
may be expected to supply the leadership and at least part of the 
capital for developments that promise political or economic ad- 

”Emil Lengyel, Dakar- Out-post of Two Hemtspheres (194.1), p. iig. 
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vantages of sufficient importance. For independent countries, the 
aid of foreign capital may be forthcoming in some cases if it appears 
likely that the investment will earn a fair rate of return, 

Plantation crofs may attract 
additional foreign cafital. 

In Asia because of the troubled political situation— in India, 
China, the East Indies, and Indo-China — the extent of the war 
damage of the great plantations has not yet been fully assessed. So 
far as the rubber plantations are concerned, the restoration of pro- 
ductive capacity has proceeded more rapidly than was thought 
possible at the end of the war. Of the investment in coffee and tea 
plantations and sugar cane estates of the Far East, it is thought 
that little of value may be left except the land. Yet it is estimated 
that, given political stability, the rehabilitation of Java’s plantation 
economy, for example, could be effected in a reasonably short 
time.’^ 

The war has encouraged the use of new or little-known oil nuts, 
fibers, and ingredients for insecticides and medicines. Many of these 
have been developed as substitutes for materials whose source 
of supply was for a time in enemy hands. It seems likely, however, 
that some of them will become established in world trade and that 
increased production will attract some foreign financing. 

Increased production and improved production methods and 
equipment will call for additional capital for plantation crops 
already well established in world markets. United Fruit Company’s 
banana plantations furnish examples. During the past decade the 
company converted 25,000 acres of malarial wasteland in Guate- 
mala and additional holdings in Costa Rica into modern plantations. 
At considerable cost these have been equipped with homes, schools, 
and hospitals for its workers, with transportation and communica- 
tion facilities, and with modern agricultural equipment such as the 
sprinkler system that supplies “rainfall” for three and a half acres 
at a tirne.^^ The expansion of cotton culture in Brazil and Peru 

““Rubber and Rubber Products,” Foreign Commerce Weekly, Nov, 1, 19+7, 
p. 25, Karl Brandt, The Reconstruction of Woild Agrwulture (194.5), !’■ ^96. 

Time, Mar. 18, 194$, p. 40. 
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has attracted additional foreign capital to these countries — invested 
principally by companies that participate in marketing the crop. 

Crops transplanted from one region to another sometimes offer 
profitable outlets for capital, although this appears to be unlikely 
with regard to most crops brought to the Americas during Japan’s 
day of power. For example, United Fruit is turning its recently 
planted acreage of abaca (for manila hemp) over to its laborers, 
who will grow the fiber as a peasant crop. 

New investment in foreign plantations will probably be offset by 
some reductions. Competition from the synthetic product may 
discourage rubber growing in the Far East. The history of Ford’s 
unsuccessful ventures in growing Brazilian rubber and in exploiting 
the fine hard woods of Amazonia may deter some who are hesi- 
tating on the brink of some agricultural experiment in the American 
tropics. 

Manufacturmg comf antes in the future as in the 
fast mil build foreign branch flants. 

American-controlled factories and branch plants operating 
abroad divide into two broad classes: those whose products are 
intended for foreign consumption, and those producing for the 
American market.^ For the large class of industries producing 
for the foreign market, the principal advantages sought are lower 
production costs and the development of good will for their prod- 
ucts, both of these contributing toward larger sales. Factors im- 
portant in reducing costs for one industry may, of course, not 
operate for others. In general these economies are effected by re- 
ducing distances and therefore transportation costs, by getting inside 
tariff walls, manufacturing inside areas where exchange differen- 
tials have cut costs in comparison with American rates, lowering 
labor costs, and by the utilization of raw materials at their source. 
Foreign opportunities of this kind may be less numerous and less 
profitable than in former years, but, it may be expected that op- 
portunities will be found in some countries and in some lines of 
industry. In fact many small-sized branch factories and assembling 
plants have been established abroad since VJ-day. 

“ See p. 1 1 j above. 
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Trmsfortaiion, communication ^ and other fublic utilities 
could utilhe large amounts of foreign capital. 

As Chapter V has shown, some countries would have a decidedly 
short supply of all kinds of public utdities today even if their 
transportation and communication facilities, their power and light 
plants and transmission lines, and all of their other utilities were in 
as good a state of efficiency and repair as existed before the war. 
But the war brought destruction, heavy usage, and a minimum of 
maintenance and repair in many countries. The task of repairing 
and rebuilding the facilities thus damaged, destroyed, or worn 
out will probably be undertaken by the owners of the properties. 
And since in many cases they are foreign-owned, this will involve a 
considerable expenditure of foreign funds. 

Undoubtedly foreign capital for new concessions and new build- 
ing will be in demand and will be supplied for some areas. But 
the nationalistic attitude that some governments and people have 
exhibited in recent years toward foreign enterprises — particularly 
toward foreign control of public utilities— will prove an obstacle to 
the expansion of these facilities by foreign private enterprise. But 
many countries that discourage direct investments in the develop- 
ment of these service industries plan to extend and modernize such 
facilities with the aid of foreign funds obtained through govern- 
ment (or government-guaranteed) loans floated in foreign markets. 

II. LOANS FOR INDUSTRIALIZATION PROJECTS 

Industrial expansion is the expressed ambition of nations the 
world over. A higher standard of living is the people’s goal every- 
where. New industries are wanted in the overcrowded countries 
of the Orient and of eastern Europe to relieve the pressure of 
population on primary industries (thereby facilitating reforms in 
agriculture) and to provide for better utilization of domestic raw 
materials. Among the simpler industries included in the programs 
for many countries are plants for the processing, preserving, and 
refrigeration of foods, cotton textiles, vegetable oil mills, and the 
simpler metal-working industries. The more ambitious programs 
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include the heavy industries and the whole range of modern public 
utilities and health and educational facilities. 

China. A truly gigantic program for China was outlined by Dr. 
Sun Yat-sen, following World War I (published in English in 
1921). It included: (i) development of communications system, 
(a) development of commercial harbors, (3) building modern 
cities with public utilities, (4) water-power development, (5) build- 
ing iron and steel and cement works, (6) mineral development, (7) 
agricultural development, (8) building irrigation works in Mon- 
golia and Sinkiang, (9) reforestation of central and north China, 
and (10) colonization in Manchuria, Mongolia, Sinkiang, Kokonor, 
and Tibet.^* 

This program covered only what Dr. Sun called “national under- 
takings . . . state owned and . . . managed for the benefit of the 
whole nation.” It was to be financed by foreign loan capital — part 
of the proceeds of such loans to be used by the Chinese govern- 
ment for employing foreign experts. Education is not mentioned as 
one of the ten major points of the program, but technical training 
for the Chinese was to be made an obligation of the foreign experts 
who would have “to undertake the training of Chinese assistants 
to take their places in the future.” 

The plan also envisaged the participation of foreign private 
enterprise in the industrial development of China. With this in 
view Dr, Sun proposed that “the hitherto suicidal internal taxes 
must be abolished, the cumbersome currency must be reformed, 
the various kinds of official obstacles must be removed, and trans- 
portation facilities must be provided.’”® 

Dr, Sun’s ambitious program met with little response from 
foreign capitalists. As Mr. W. Y. Lin of the Bank of China 
(Chungking) explained: “Neither the world financial develop- 
ments nor the domestic political situation appeared to afford any 
reasonable basis for the fulfillment of such exaggerated hopes.’”® 

“Sun Yat-sen, The Internatioiml Develofment of China, 2d ed (1929), 
pp. 6-S. 

“The same, p. 11, 

China anil Foreign Cafital (1945), p. 13. 
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But the very failure of the plan has been a constructive force. Re- 
calling China’s past disappointments, Mr. Lin has advised those 
now responsible for the country’s future that their plans must be 
“sufficiently attainable to bring them into the realm of practical 
politics.” He also has pointed out that foreign borrowing involves 
responsibilities : 

Fundamentally, when a country boiiows it renders itself liable theicby 
to meet in future years the service charges on the sums borrowed, and the 
more it borrows, the more do these charges pile up against it. It is, there- 
fore, a cardinal principle of sound mtcimational finance that a country 
should only borrow from abroad for capital development of a type likely 
to improve its balance of international payments in the future.’^’ 

Estimates emanating from official sources still put China’s foreign 
capital requirements at a large figure. Ten billion dollars would be 
welcomed, according to a statement attributed to Foreign Minister 
T. V. Soong.’® But today most Chinese officials recognize that 
programs for industrializing the country should make provision 
for servicing the foreign capital used, a problem not squarely faced 
by Dr. Sun. Thus a member of the Executive Yuan recently said: 
“. . . we realize only too well that we have to depend for a long time, 
and to a large degree, on foreign capital, especially American 
capital. . . . This is a business affair} It is not relief} it is not 
charity. Sooner or later China must be in a position to pay back 
these supplies.””’ 

India. A number of development programs have been drawn up 
for India, of which the “Bombay Plan,” outlined by Bombay in- 
dustrialists, has probably attracted most attention. This plan makes 
no mention of direct investments by foreigners, but maps a course 
for the development of India by Indians. It proposes to treble the 
country’s national income by a capital investment of 7.5 billion 
pounds sterling spread over 15 years. It points out that India would 
be “dependent almost entirely on foreign countries for the ma- 
chinery and technical skill necessary for the establishment of both 

"The same, p. 15. 

^ Contemfioraiy China, Vol. 3, Feb 7, 194.4. I" ^938 Chinese long-tenn 
obligations to foreigners amounted to about 2 6 billion dollars. 

’“The same, Mar 6, 1944. From a speech by Di. Tingfu F. Tsiang, Director 
of the Political Affairs Department of the Executive Yuan. 
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basic and other industries,” and that India will have to have foreign 
exchange (or gold) to a total of 1,950 million pounds sterling to 
meet these payments. India itself would provide about 1,425 
millions from its own sources (hoarded wealth, sterling balances, 
arising from short-term loans to Britain, and the trade balance). 
Only 525 million pounds sterling would be borrowed abroad — an 
average of 35 million pounds (or about 140 million dollars) a 
year over the fifteen-year period.^" 

The Bombay Plan passes lightly over the population problem, 
which is of basic importance in any consideration of India’s future. 
The arithmetic calculations for the plan make allowance for popu- 
lation growth at present rates, but no allowance is made for the 
fact that any improvement in the food supply is always quickly met 
by an increase in the number of consumers. As an outstanding 
Indian economist has pointed out, industrialization would con- 
tribute toward better farm and agricultural marketing and there- 
fore to the expansion of the food supply. But, as he observed: . . 
mere increase of production cannot now solve the problems at 
present inherent in the situation. . . . Unless some check is placed 
upon population growth, any other remedy tends to be only 
temporary. . . 

Chile. The government of Chile has mapped out an ambitious 
program of assistance to agriculture, industry, and mining. It in- 
cludes the development of new industries and assistance to those 
already established — development of hydroelectric power resources, 
of heavy chemical industry, exploration for petroleum resources, 
improvement of highways and railroads, erection of refrigeration 
plants, development of mineral production, establishment of an 
iron and steel industry, provision of, credit facilities for the small 
farmer and businessman, and numerous other projects. For the 

““ /! Plan of Economic Devdofment for India (published as a Peng-uin Special, 
1945), pajticulaily pp. 51-57. Of the eight authors of the plan, four weie 
members of the great Tata organization and three weie diiectors of the Reserve 
Bank of India. The proposed new borrowing of some 2.1 billion dollais may 
be compared with India’s long-term external obligations in 1938 of roughly 
2.8 billion dollars, a laige part of which has been liquidated during the wai. 
This plan was for India before partition. 

“‘Radhakamal Mukerjee, Food Plmming foi Four Hundied Millions (1938), 
pp. 207-09, 216-17, Mukerjee points out that China faces a similar problem. 
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execution of the plan the country depends primarily on the Chilean 
Development Corporation (Corporacioh de Foraento), which was 
created in 1939 to aid recovery from earthquake damage. This 
corporation has received substantial assistance from the Export- 
Import Bank, but it has also been supplied with Chilean funds. 
As of October 1946 the Export-Import Bank had approved loans 
to the Corporation totaling 86 million dollars; private interests 
in the United States had granted loans of ii million dollars; and 
Chilean taxes plus receipts from the sale of stock m companies con- 
trolled by the Corporation and interest and dividend receipts from 
such companies had supplied the equivalent of 1 1 1 million dollars.^® 

Brazil. In 1944 a fifteen-year plan for the industrialization of 
Brazil was submitted to the Brazilian National Council of In- 
dustrial and Commercial Policy and was endorsed by that body and 
by the Economic Planning Commission.^^ Brazil already has its 
Volta Redonda steel plant, partly financed by the Export-Import 
Bank, and various related industries, but that is only a beginning. 
The present plan calls for “balanced consideration” of all problems 
relating to industry, agriculture, and commerce, with large expendi- 
tures for the development of hydroelectric power and other sources 
of energy, development of transportation facilities, and mechaniza- 
tion of agriculture. 

For the initial phases of the work Brazil planned to use half of 
the 580 million dollars of foreign exchange it held. But it was 
expected that the United States would furnish most of the remain- 
ing capital required. In place of the usual provision for interest 
payments, redemption and amortization, a novel proposal was 
offered. “At the start,” the borrower, Brazil, would substitute 
“participation in the industrial enterprise created with the funds, 
and ultimately it [payment] could be met from the balances 
accruing from new exports. . . .” For additional labor, the country 
expected to depend on immigration and to this end made plans for 
the colonization of some of its vast hinterland.^* 

United Nations, Economic Development in Selected Countries, Octobei 1947, 
pp. 99-101, 104-16, Heiman Finer, The Chilean Development Corporation, 
(International Labom Office, 1947). 

^The Inter-dmencan, Febiuaiy 1945, p 44, United Nations, Economic De- 
velopment in Selected Coimtiies, p 79. 

The Intel -American, April 1946, p. 44. 
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As the plan has developed, however, the foreign capital supplied 
Brazil has been furnished by Export-Import Bank loans: 45 million 
dollars for the Volta Redonda steel industryj 26.5 million dollars 
for the Rio Doce Valley Company (developing the iron ore de- 
posits of Itabira and operating the railway used in transporting the 
oi's); 7-5 million dollars for the National Alkali Company} and 
1.2 million dollars for the National Motor Engine Factory (and 
an additional 6 millions of lend-lease funds for the same project) 
Export-Import Bank loans were also made to Brazilian railways, 
the Bank of Brazil, and other Brazilian companies, bringing the 
total of loans outstanding on June 30, 1947 to 82.6 million dollars 
and loans approved but not yet disbursed to 47.6 millions/® 

Pent has its domestically financed Duck Canyon industrialization 
plan. This starts with the development of cheap hydroelectric 
power and includes irrigation works, port works, a steel plant, fac- 
tories producing various mineral products, and transcontinental and 
branch highways.®’ The Duck Canyon hydroelectric development, 
an engineering project of first magnitude, is the cornerstone on 
which other activities are to be based.®® 

Liberia, A plan to develop the natural resources of Liberia and 
improve its public education, health, and welfare was announced 
in September 1947 by the Secretary of State of that republic and 
the chairman of the board of Stettinius Associates, an American 
firm. Two organizations are to be set up for this purpose: The 
Liberia Company and the Liberian Educational Foundation. The 
Liberia Company is expected to have an initial capital of i million 
dollars, divided into i million shares, of which 250,000 shares 
will be given free to the Liberian government and 100,000 shares to 
the Liberian Educational Foundation. The Liberia Company is to 
have exploratory rights in connection with resources such as iron 
ore, lumber, cocoa, and possibly certain other minerals and planta- 
tion products. The exploitation of resources will be turned over to 
subsidiaries, working with Liberian and foreign capital.®" 

“ United Njitions, Economic Development in Selected Couni/ies, pp. 84-92, 

““ Expoit-Import Bank, Fourth Semi-annual Report, Januaiy-June 1947, p 19. 
“’Lawrence and Sylvia Martin, "Andean TVA,” The hUei-Ainetican, Oc- 
tobei 19.14, p. 22. 

““United Nations, Economic Development in Selected Countiies, pp. 121-2S. 

““ The same, p, 286. 
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The summary statements given above include some of the out- 
gtanding development plans made by the government. The purpose 
was to give a number of interesting examples, not to furnish an 
all-inclusive list of plans and programs. For complete coverage it 
would be necessary to add other programs adopted by some of the 
countries considered here, and also to add the programs of some 
countries not included above. 

III. INDUCEMENTS OFFERED BV FOREIGN GOVERNMENTS 

Governments sometimes adopt policies designed to attract 
foreign direct investments. Laws framed with this in view include 
compulsory measures embodied in the patent laws of some countries 
with a view to bringing in new industries, and threats of punitive 
action against existing enterprises to force an expansion of their 
operations. More effective are tax exemptions, grants of subsidies 
and loans, and government guarantees of interest and capital in- 
vested ill specified enterprises. 

Patent laws are credited with stimulating 
some international miration of industry. 

The purpose of early patent laws in England was clearly to en- 
courage the bringing in of industries from other countries — the word 
“invent” being given its Latin meaning of “bring in.” Following 
this lead, the laws of many countries today contain a “working” 
clause and licensing provisions, requiring a patent holder to manu- 
facture the article patented, or license someone else to manufacture 
it, in the country granting the patent. In other words, the purpose 
of these sections of the law is still to “bring in” industries from 
abroad.'*'’ 

The patent laws of Canada, as amended in 1903, made a patent 
null and void at the end of two years “unless the patentee shall 
commence and continuously carry on in Canada the construction or 
manufacture of the invention patented, m such a manner that any 

^Pooling of Patents, Hearings before the House Committee on Patents, 74 
Cong., Pt. I, pp. 620-22, 651. The patent law of the United States does not 
contain such provisions 
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person desiring to use it may obtain it at a reasonable price ... in 
Canada,” and at the end of twelve months if the “patentee imports 
into Canada the invention for which the patent is granted.” The 
establishment of 130 branch plants in Ontario and Quebec was 
attributed by one writer directly to this law.®^ The British patent 
act of 1 907 contained a somewhat similar though less drastic “work- 
ing” clause, which by 1911 was credited with having brought 
into the United Kingdom many new industries, largely German 
and American. 

Tax exeniftton and other forms of financial 
aid are time-honored attractions. 

A number of Canadian provinces for years have followed the 
practice of providing industrial newcomers with free sites and 
money bonuses, loans and tax exemption privileges, and sometimes 
free water and electric lights. The Goodyear Tire & Rubber Co. 
of Canada, Ltd. mentioned in its 1921 report that its plant at 
Bowmanville was tax exempt except for school tax until 1925 and 
the one at New Toronto until 1936. Empire preference tariffs, per- 
mitting the free entry of Canadian goods into other British Empire 
countries, have encouraged the establishment of branch plants and 
other foreign-financed industries in the Dominion. 

During the railway building period in Argentina every effort 
was made to encourage British capital to build and equip the 
country’s railways. It is reported that one British-controlled road 
extending south from Buenos Aires was given its right of way free 
of charge, was also given tax exemption, and was guaranteed a 7 
per cent return on its investment for a period of yeai*s.®’ 
Exemptions from taxes of one kind or another are provided for 
in the new legislation of some Latin American coimtries. In Haiti 
recently the builders of a textile mill were granted a 15-year tariff 
immunity on imports and exports related to the operation of the 
“Edward Porritt, Sixty Years of Protection in Canada tS-fC-ifoj (1908),, 
"Abandoned in the 1919 revision of the Uw. 

“Aitliur A, Kron, “Customers and Competitors in Latin America,” T/ie Com- 
mercial and Financial C/iioiikle, July 4, 1946, p. 108. 



136 OPPORTUNITIES FOR FOREIGN CAPITAL 

mill and also excise tax concessions.®^ Brazil grants exemption from 
customs duties on imported plant, raw materials, and fuel used in 
factories operating in the country and in the past has given other 
forms of aid to attract foreign capital.®® In Venezuela the law 
exempts all mining enterprises and railways from payment of 
import duties on machinery and equipment.®® 

Mexico adopted a law in 1941 that grants new manufacturing 
industries a five-year exemption from import duties on necessary 
machines and raw materials j also exemption from income, excess 
profits, stamp, and federal industrial and export taxes.®’ However, 
executive decrees issued in 1944 and 1947 practically nullified the 
tax exemption privileges provided by this law. 

During the war there was a great inflow of foreign capital into 
Mexico, partly refugee capital, partly foreign funds attracted by 
the promise of war profits and by the tax exemption privileges of 
the new law. Government spokesmen noted that this would create 
problems for the future. They pointed out that it was shortsighted 
to encourage new foreign investment without making certain that 
the industries concerned would remain in Mexico and that the 
profits earned would be reinvested there. To meet this situation, 
a decree promulgated in June 1944 made all investments or pur- 
chases of property by foreigners subject to a special permit. Such 
permits are granted only if the foreigners involved are permanent 
residents of Mexico, or if the companies affected have a majority of 
Mexican shareholders.®® 

A later presidential decree (June 23, 1947), requires foreigners 
to obtain a special permit before they can invest any capital in 
Mexico. The law also provides that foreigners can hold not more 
than 49 per cent of the stock of any enterprise operating in Mexico 

'Foieign Commetce Weekly, Feb. 2, 1946, p. 23. 

'Department of Overseas Trade, Eraeiil, Revieni of Commetcial Conditions, 
December 1944, p. 23; George Wythe, Industry in Latin ^mmica (r945), p 

^®®Ojctlons on foreign capital rn Brazil are also numerous, see p. 160 below. 

U. S. Department of Commerce, Inquiry Reference Service, Establishing a 
Business in Venezuela, November 1944, p. 19. Regarding import duties on ma- 
chinery for the oil industry see p. 137, n 40 
” The Inter- American, May 1945, p. 42. 

“Dept, of Overseas Trade, Mexico, Review of Commercial Conditions, March 
1945) P- 24. 
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unless the government specifically gives the foreigner a right to 
hold a majority, or even lOO per cent of the stock. It appears that 
the Mexican government frequently does grant exceptions to the 
law in order to bring in new industry wanted for the country. It is 
also reported that in practice some foreign concerns evade the law 
by issuing bearei-s shares that, according to the companies’ books, 
have been issued to Mexicans. But the Mexican “bearer” — a 
dummy holder — may and does transfer his shares to the foreign 
owner of the company. It is reported that the Mexican government 
winks at this practice because it wants foreign capital, but does not 
revise the law because it is aware of the nationalistic prejudices of 
its people. This raises questions concerning the position of such 
companies in case a “reform” government should question the 
legality of the foreign ownership.’® 

Coercive measures are resfonsible 
for some foreign investment. 

In some large petroleum-producing countries there is increasing 
insistence that foreign oil companies build refineries within their 
borders. Venezuela is the principal example. Under the Law; of 
Hydrocarbons of 1943, every new oil concession title granted by 
the government includes a clause obligating the concessionaire to 
refine in Venezuela an amount of crude equal to 10 per cent of the 
oil produced. President Medina, in a statement to Congress in 
1944, said: “The policy of the Government is definitely to have 
refining within our own country 5 in all new concessions there will 
be an obligation to refine in Venezuela part of the petroleum ex- 
ploited; ... in no case should the petroleum of the new con- 
cessions be refined outside of Venezuela to supply other 
markets. . . 

C/.S 'Ne’Uis — World Refort, Feb. 13, 1948, p 23; New York Times, June 
24, 1947; Frank C. Hanighen, “Life Can Be Sweet In Mexico,” Nation’s Busi- 
ness, Febiuaiy I9<i8, pp. S7-5*- 

'^American Petiohiim Interests in Foreign Commies, Healings bcfoie a Special 
Senate Committee Investigating Petioleum Resources, 79 Cong, i sess., p. 394. 
The new law abolished the exemption from impoit taxes on oil industry equip- 
ment, but gives the Fedeial Executive authoiity to giant such exemptions. De- 
partment of Commeice, Inquiry Refeience Service, Establishing a Business in 
Venezuela, November 1944, p. 22. 
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Some countries with little or no petroleum production have im- 
posed taxes on imports of petroleum products in order to compel 
the erection of refineries within their borders. In France when a 
tariff on imports of oil products (imposed during the early 1920’s) 
failed to induce the building of foreign refineries, the government 
(in 1928) enacted a licensing system making all imports subject 
in advance to government approval. It granted a twenty-year 
general license to crude oil importers as compared with a three-year 
general license to oil product importers. American companies had 
been marketing petroleum products in Fi-ance since the turn of 
the century, but none of them had entered the refining field. Con- 
fronted with the new law three large American companies decided 
to construct refineries.'*^ 

In Italy a tariff on imported petroleum products was imposed 
soon after the establishment of the Fascist state, and in 1934 the 
government, following the example of France, enacted a twenty- 
year licensing system for crude and a three-year for finished 
products. Faced with this quasi-mandatory law, an American 
company that was the leading marketer of American high-grade 
lubricants decided to construct a complete and modern refinery 
with a catalytic cracking unit and a solvent lubricating oil treating 
plant." 

In Canada, during the second decade of the present century, 
the Dominion and provincial governments stimulated the erection 
of paper and pulp mills by prohibiting the export of pulp wood 
from the Crown lands.*^ The heavy export tax levied on British 
Empire tin ores exported to any except Empire smelters represents 
an effort to maintain an established industry rather than an invita- 
tion to new industries.** 

Ameitcan Petroleum hitetests in Poteign Countries, Hearings, pp. 391-92, 

“The same, p. 392. 

"Herbert Marshall, Frank A. Southard, Jr., and Kenneth W. Tayloi, 
Canadian- A meriem Industry (1936), pp. 36-37. 

"Cleona Lewis, America's Stake in Intematsonal Investments (1938), pp. 
253-54. 
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Some countries will now guarantee new foreign 
cafital the right to transfer earnings. 

During the late i9ao’s the transfer of funds to New York from 
branch plants operating in a number of foreign countries was 
almost completely blocked by restrictions on exchange transactions. 
Consequently, earnings that accumulated abroad were invested in 
the properties and securities of countries where they were lodged. 

Germany, the leader in blocking the export of earnings on 
foreign capital, used its control over foreign exchange as a tool for 
forcing the export to Germany of additional amounts of foreign 
funds. American firms with branch plants in Germany were in the 
main encouraged to enlarge their plants and install new equipment. 
Oil companies were encouraged to use their earnings for building 
tankers or other ships. In some cases, however, the companies were 
not permitted to ti'ansfer earnings nor to increase their investments 
in Germany unless lO per cent or more of the costs and expenses 
of their new plants or ships were paid for in dollars — that is, in 
new dollar exchange brought into Germany.*® 

This enforced plowing back of earnings raised questions con- 
cerning the good faith of exchange-control countries and created 
considerable ill will against them. American and other foreign 
companies refused to risk further commitments in countries where 
the future held no promise of real earnings. To meet this situation, 
two Latin American countries— Chile and Bolivia— have promised 
to guarantee the unhindered transfer of earnings and amortization 
on new foreign capital investments. All types of investments are 
included: in agriculture, manufacturing, public utilities, commerce, 
banking, mining, and the purchase of international bonds and 
mortgage loans.*® 

At times nonindustrial nations have welcomed foreign exploita- 
tion of their natural resources. Until relatively recent times, in 

Paleiifs, Heaiinjfs before the Senate Committee on Patents, 77 Cong. 2 sess., 
C1942), Pt, 3, p. 1352. 

“ T//e IiUer-Amenran, June 1945, p. 44; December 1945, p. 37. 
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fact, many of them watched such development with complacency. 
It provides increased budgetary revenues, increased foreign trade, 
and increased employment for native workers. During the past 
decade and a half, however, this attitude gradually has given place 
to concern over the future of wasting assetsj there has been opposi- 
tion also to the large share of returns accruing to foreign investors. 

In Chapter VII attention is given to the policies by which many 
governments hinder the inflow of foreign capital. A comparison 
of these obstructive policies with those intended to attract foreign 
capital (as described above) indicates that the obstructions pre- 
sented are now more potent than the attractions offered. 



CHAPTER VII 

FOREIGN POLICIES HINDERING 
FUTURE INVESTMENT 

Although wishing to benefit from an inflow of foreign loan and 
venture capital, many countries are apprehensive, even hostile, in 
their attitude toward the foreign investor. This may be shown in 
nothing more serious than a canny caution in all dealings with 
foreigners. Or it may be reflected in a failure to honor existing 
contracts and in legislation that clearly discriminates against existing 
and future investments from outside sources. The purpose of the 
present chapter, is to consider some policies that may deter the 
American investor fiom risking his accumulated savings in loans 
or productive enterprises abroad.^ 

Conthmed failure to honor outstanding foreign debts 
impairs the credit standing of many countries. 

The depression of the 1930’s was marked by a great wave of 
defaults on foreign bonds held in the United States and other 
lending countries. However, such defaults were not an entirely new 
phenomenon in American financial history. In fact there had been 
a number of occasions during the preceding century when one or 
more states of the union and some local governments were in de- 
fault on debts owed abroad — imable or unwilling to meet payments 
on their bonds held by European investors.^ There had also been 
earlier occasions when foreigners had defaulted on bonds held by 
American investors. 

The Mexican Revolution of 1911 and subsequent political dis- 
orders brought about suspension of payments on Mexico’s obliga- 
tions, practically all of the Mexican bonds held in the United States 

’ Since it has not been possible to keep abieast of changes cunently made in 
the laws and regulations of various countries, some of the statements made in 
this chapter may be out of date before they appear in piait. 

“ Cleona Lewis, America's Slake in International Investments (1938), pp. 
24-26, 57-64. 
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being in default by the end of 1914. The Russian Revolution 
resulted in repudiation of the relatively small total of Russian 
securities held in the United States. Revolution in China had 
brought all but one of that country’s American-owned obligations 
into default by 192,2,, and a few defaults elsewhere were also re- 
ported in the 1920’s, But the big losses began and grew with the 
depression of the 1930’s. 

At the close of 1938 approximately 2.5 billion dollars of foreign 
dollar bonds were in default on interest account — representing 
almost 40 per cent of the 6,3 billion total of foreign dollar bonds 
then outstanding.® During ensuing years interest payments were 
resumed on some issues — usually after new contracts had been 
negotiated calling for reduced interest payments. Some issues were 
paid off in whole or in part. The war years added four countries to 
the list of those in default: namely, Belgium, Estonia, Italy, and 
Japan. At the end of 1946 foreign dollar bonds still in default 
amounted to 2.1 billion dollars, while the total outstanding had 
been pared down to 4.5 billions. 

In 1938 Latin American issues accounted for a little more than 
half of the total in default. By 1946 when payment was again being 
made by various Latin American borrowers, European issues made 
up a little more than half of the defaults. The tabl^ on page 143 
shows, by countries, the aggregate amount of foreign dollar bonds 
outstanding at the end of 1946 and the amount in default as to 
interest. The figures given in the table include bonds in foreign 
hands as well as those held in the United States. 

Over the years many bonds have been repurchased by the govern- 
ments and people of debtor countries. In 1939 the Foreign Bond- 
holders Protective Council reported that 82 per cent of the French 
dollar bonds outstanding had been stamped to show French owner- 
ship. Fifty-five per cent of the Italian dollar bonds were held in 
Italy. 

Such repatriations are above reproach where loans have been 
regularly serviced, even though foreign debtors go into the market 

’Institute of International Finance of New York Univeisity, Bulletin rto, 
May 13, 1940, pp. 14-15. 
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Status of Foreign Dollar Bonds, December 31, 1946“ 
(Amounts are in millions) 


Country 

Bonds 

Out- 

standing 

In De- 
fault 

Interest 

Country 

Bonds 

Out- 

standing 

In De- 
fault 

Interest 

Europe 



Latin America 



Austria*. 

$ 36 7 

$ 36 7 

Argentina 

$ SO 0 

1 0 8 

Belgium 

28.2 


Bolivia* . . 

59.4 

59.4 


16.6 

16.6 

Brazil . 

204 1 

48.3 

Czechoslovakia 

3 5 

2 8 

Chile . . 

155.1 

138,7 

Danzig , 

3 4 

3.4 

Colombia 

149,1 

107,2 

Denmark 

114 3 

_ 

Costa Rica* . 

8.1 

8.1 

Eire. , 

0.6 


Cuba. 

91 8 

9 2 

Estonia 

3 3 

3.3 

Dominican Republic 

10,9 


Finland . 

8.6 


El Salvador , 

9.2 

3.4 

France , 

11.5 

— 

Haiti 

6,1 

— 

Germany 

665.1 

665.1 

Mexico . 

273,6 

238.6 

Greece* .. 

26.9 

26.9 

Panama . 

IS. 6 

1.0 

Hungary , 

51 8 

51 8 

Peru* . . 

85.7 

85.7 

Italy, ,. . 

ISO 6 

150 6 

Uruguay 

48.5 

1.6 

Norway 

79.3 








Total 

$1,167.2 

$ 702.0 

Poland^ .... 

39.7 

39 7 




Romania* 

10.9 

10 9 

Far Easp 



Russia* . . 

75 0 

75 0 

Australia 

$ 225,7 

$ - 

Yugoslavia 

65 9 

65.9 

China . 

6,5 

5 5 





283.3 

283 3 

Total 

i$l,391 9 

$1,148.7 







Total 

$ 515 5 

$ 288,8 

Canada 

$1,432.4 

$ 5.5 







Grand Total 

$4,507.0 

$2,145 0 


* Countries in complete default on their dollar bonds in 1946 and also in 1938. 

* Institute 0 / International Finance 0 / New York University, IS°> Junejo, 
1947 J PP- 3^~33‘ Small additional amounts are in default on sinking funds alone. Many 
or the countries included in the table also had debts payable in sterling, francs, or in 
other currencies. 


to buy back loans they themselves had issued. This applies to 
French, Italian, Canadian, and Dutch East Indian repatriations — 
for very few Canadian issues have failed to meet payments, and the 
dollar loans repatriated by France, Italy, and the Dutch East 
Indies had been serviced strictly according to contract. 

Repurchases by defaulting borrowers are another matter, and in 
some cases these have been large. A member of the Foreign Bond- 
holders Protective Council wrote as follows regarding transactions 
of this kind: 
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. . . while governments allege they are unable to find either funds or 
dollar exchange to pay the interest and sinking fund on their bonds, 
nevertheless, such governments (many, and indeed most of them) have 
been able to find botlr funds and dollar exchange to buy up in out markets 
their own bonds at the very low prices at which the bonds are selling due 
to their own wilful default. . . . 

. . . some municipal defaulters have bought up while in continuous de- 
fault, as much as 83.5 per cent of their indebtedness outstanding at the 
time of default; one country with an outstanding indebtedness at the 
time of default of over 850 millions, has repatriated, at default prices, 
approximately of the debt. Thirteen countries in default (on which 
fairly accurate data have been obtained) had at the time of default 
approximately $1,815,347,000 of dollar debt outstanding. These coun- 
tries have in some 7 years repatriated approximately 25 per cent of this 
debt, though all the time alleging they had not available funds or ex- 
change to service their bonds.* 

Acts of this kind furnish clear evidence of bad faith and are so 
regarded by American bondholders. 

Confidence in foreign securities has been further impaired by the 
disregard some borrowers have shown for the pledges given in 
their loan contracts. Government borrowers in all cases pledged 
their “good faith and credit” to the prompt fulfillment of the pro- 
visions of their loan contracts — and yet defaults occurred. In addi- 
tion, some governments and borrowing corporations pledged cer- 
tain types of income or properties as security for their loans. Later, 
they diverted these pledged resources to other uses. One defaulting 
government in fact was stopped in the act of issuing a domestic 
loan backed by revenue resources already pledged as security for an 
issue sold in the United States.” 

Reference to the table on page 143 shows that at the close of 1946 
there were 37 countries with dollar bonds outstanding, and only 9 
of these were meeting interest charges on the total amount of their 
debts. In Canada, however, interest was being paid on all but a 

* J. Reuben Clark, Jr., Chairman, Executive Committee, quoted m Foieign 
Bondholders Protective Council, Inc, Annual Refort ig^g (1940), pp. 9-10. 

“Foreign Bondholders Protective Council, Inc., Annual Refott igss (i93d)i 
p. 27. Most, if not all, of the dollar bonds of foreign coiporations carried a 
government guarantee, and vrent into default along with the bonds of the 
guaianteeing governments. 
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fraction of i per cent of the total, and in Cuba, Panama, Uruguay, 
and Argentina, interest was met on well over 90 per cent of the re- 
spective debt totals. Default on interest was complete in 1 6 of the 
28 defaulting countries — including 12 in Europe, i (Japan) in 
the Far East, and 3 in Latin America, 

Some improvement in the situation is expected because it appears 
that countries with bad credit standing in the United States will 
have dilEculty in borrowing from the World Bank or in the Ameri- 
can money market. Belgium in 1947 cleared its otherwise untarn- 
ished debt record by resuming sinking fund payments on City of 
Antwerp bonds. Colombia is taking steps toward refunding some 73 
million dollars of departmental and city bonds. Mexico is planning 
to make payment to American holders of Mexican railway bonds 
that have been in default for 32 years, Chile has undertaken to in- 
crease the partial payments it is making on defaulted bonds. Peru 
has authorized resumption of payments on 85 million dollars of 
its defaulted bonds, but the proposed terms were not acceptable to 
the protective committees of the bondholders.® 

No resumption of payments by some of the powers recently 
engaged in World War II can be expected in the foreseeable future. 
This applies particularly to the Axis powers where the reparation 
debt fixed by the peace treaties may absorb all of their paying 
capacity. 

The intergovernmental debts left over from World War I for 
a time constituted another obstacle that would have prevented the 
loan of private capital to the defaulting governments if such loans 
had been under consideration. This is because the Johnson Act as 
originally passed prohibited the sale in the American private capital 
market of “bonds, securities, or other obligations” of governments 
in default of their debts to the United States government.'' The act 
was revised July 31, 1945 to exempt foreign governments having 

“ World Report, May 20, 1947, p. 14. 

’The act (approved Apr. 13, 1934) expiessly permits loans to the defaulting; 
governments if made by “a public corporation cieated by or pursuant to special 
authorization of Congress, 01 a coipoiation in which the government of the 
United States has or exercises a controlling inteiest . . 48 Stat 574. As re- 

vised July 31, 1945, it permits loans to membeis of the Bretton Woods oigailiza- 
tions. 59 Stat. 516. 
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membership in both the International Monetary Fund and the 
International Bank for Reconstruction and Development. Of the 
17 countries affected by the Johnson Act at the outbreak of World 
War II, 9 are now members of the Bretton Woods institutions 5 the 
other 8 include Austria, Russia, 3 countries that have been absorbed 
by Russia (Estonia, Latvia, Lithuania), and 1 others that are under 
Soviet control (Hungary and Rumania). 

Currency instabdity has operated to the 
disadvantage of foreign investors. 

During World War I and the early 1920’s the currencies of 
many countries depreciated, some of them catastrophically. Bonds 
issued in such currencies involved substantial losses for their 
holders, both foreign and domestic. Bonds written in German 
marks, for example, became completely worthless. A loan of 4 
million marks ( i million dollars) to the city of Cologne, Germany, 
in 1900 was called for payment in 1923, when the mark had de- 
clined to such a level that thirty cents was sufficient to cover the 
entire 4 million mark debt.® Meantime the French franc and bonds 
written in that currency declined to less than one third their prewar 
value j the Italian lira to less than one fourth. Efforts at currency 
stablization during the middle and late 1920’s appeared to meet 
with considerable success. But during the depression, practically 
all of the world’s currencies became unsettled. 

The international bankers handling some loans had prepared 
for such a contingency by inserting in loan contracts a provision 
intended to safeguard the bondholders against currency deprecia- 
tion. This provision might be one of two general types, (i) It 
might give the bondholders a choice regarding the currency in 
which he would cash his coupons or take payment of his bonds. 
Thus a certain Canadian loan issued in France provided that pay- 
ment might be collected either in French or Swiss francs. (2) It 
might be in the form of a “gold clause,” requiring that payments 
be made in terms of the gold value of the debt. 

In the crisis of the depression these safeguards frequently failed 
to protect the creditor. This was espedally true of the gold clause 

‘ Kmbet's Record of Government Debts, 1933, p. 616. 
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provision. In the main the bondholder’s rights with regard to 
gold-clause loans has depended on action taken by the government 
and courts of his own country, and considerable variety is shown in 
this matter. 

The United Kingdom, the leading creditor country of the 1930’s, 
upheld the gold clause and also devalued its currency. Italy, Nor- 
way, and Finland took similar action. The United States, by a 
Joint Resolution of Congress (June 5, 1933) abolished the gold 
clause in existing contracts, outlawed its use in the future, and 
devalued the currency.” This action was generally accepted as 
applying to all foreign dollar bonds payable in the United States 
— though not to non-American bondholders claiming payment 
from non-American debtors.'’® Egypt, Denmark, and Canada 
followed the example of the United States. Other countries — 
France, Netherlands, Belgium, Luxemburg, Sweden, and Danzig 
— most of them important members of the creditor group, devalued 
their currencies but continued to honor the gold clause in inter- 
national contracts. Finally, three debtor countries— Germany, 
Austria, and Poland — whose bitter experience with depreciation in 
the 1920’s was well remembered, undertook to maintain the value 
of their currencies, and left the interpretation of the gold clause 
to the legislation of the countries in whose currencies their debts 
were expressed.” 

The net result was that the gold clause gave uncertain and un- 
even protection to the bondholder. Holders of multiple-currency 
bonds fared better, but sometimes faced adverse decisions in cases 
brought before the courts. A bond not containing either of these 
safeguards declined in value with the depreciation of the currency 
of the bond. Such losses have been especially heavy for French 
investors, for their large holdings of foreign bonds included a great 
many that were payable in French francs, a currency that has lost 

" The gold clause w:is seldom used in sterling loans, but was frequently used 
in loans floated in the United States 

”Dr. Atpad Plesch, The Gold Clause (1936), p. vii. The status of the gold 
clause in bonds issued by American companies and payable in foieign currencies 
is determined by the laws of the country in whose currency the bond is wiitteii. 
Dr. Mai tin Domke, Intematioml Loans and the Conflict of La<ws, Grotius 
Society pamphlet (1937), p. n. 

“The same, pp. 4, s, 7. 
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about 96 per cent of its value since the beginning of World War Id“ 
Losses on this account are in addition to those resulting from the 
defaults and repudiations of foreign debtors, considered on pages 
141-45 above. 


Some foreign investors have been adversely af acted 
by the o-peration of currency controls. 

During the 1930’s responsible officials of governments through- 
out the world tried desperately to protect the weak currencies of 
their respective countries, and today this problem still is of para- 
mount importance in many parts of the world. The task involved 
for any one country is to maintain a balance between the foreign 
exchange (and gold) it has available for meeting foreign payments 
and the amounts it must pay out for necessary imports of com- 
modities and services. To this end, governments developed compli- 
cated systems of exchange controls and greatly increased the 
number and kind of barriers that obstruct the free flow of inter- 
national trade. These intensified the difficulties and in many cases 
increased the losses sustained by foreign investors. 

In the early 1930’s foreign exchange controls usually began with 
a moratorium on foreign debts and usually involved negotiations 
with foreign short-term creditors concerning the terms on which 
outstanding claims would .be liquidated. In many countries of 
Europe and some in Latin America, such agreements called for the 
setting up of “blocked” accounts into which funds were paid (in 
domestic currencies) to the credit of specified foreigners, and from 
which installment payments were “transferred” to these creditors 
later on. Controls with regard to the payment of existing foreign 
debts were supplemented by restrictions on all exchange transac- 
tions, including both incoming and outgoing foreign bills. 

’“Foi a time during' the interwar period an effort was made in Fiance to 
collect from foreigners in teims of gold, on the assumption that the gold clause 
provision was intended to a,pply to franc loans even though it was not stated. At 
the same time French-fianc debts to foreigners were paid in depreciated francs. 
In 1937, however, it was established that the gold clause provision does not 
apply to contracts written in francs unless it is expiessly stated in the loan 
contract. Ttie Statist, Mai. 23, 1929, p. 4975 Dorakc, International Loans, p. a, 
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Wherever controls have been imposed on incoming exchange — 
from commodity exports, tourist trade, the inflow of foreign capital, 
and from all other sources — they have always required that part or 
all of the incoming bills must be sold at a price fixed by the 
government agency administering the controls, usually the central 
bank. This price may be the same for all incoming exchange, as is 
the case in Colombia,^^ or it may be at rates that vary for different 
types of transactions or kinds of commodity exports. Controls of 
the latter kind have sometimes been used in a way that discriminates 
against foreign enterprises operating within the controlled area. 
Thus the Chilean government sets a price of only 19.37 pesos to the 
dollar on the exchange it buys from exporters of copper, nitrate, 
iodine, and certain other commodities that are shipped by large, 
foreign-owned enterprises.^* Exporters of most other commodities 
receive 25 pesos, while the rate is 31 pesos to the dollar for a few 
commodities whose production by Chilean nationals is encouraged. 

Regulations covering outgoing exchange, like those dealing with 
incoming bids, always specify the price at which transactions may 
take place. In addition, the stabilization authorities of some coun- 
tries have been concerned with the distribution of available ex- 
change among different categories of claimants. For this purpose 
some have adopted a rationing system, and others have used the 
method of price differentials for different classes of goods and 
service imports. 

In all cases the main purpose has been to aid governments in 
acquiring and conserving the foreign exchange needed for purchas- 

“ TJ.S. Department of Commerce, Inquhy Rcfetence Seivice Establishing 
a Bitsmess m Colombia, September 1945, p. 5. In Colombia, however, pint of 
the payment for bills of exchange must be taken in Colombian government bonds, 
the proportion depending on the type of transaction that produced the exchange. 
(The same, p. 4.) In Brazil *o per cent (formerly 30 per cent) of the value of a 
bill of exchange must be sold to the government at the “official” rate and the 
rest may be sold in the “fjee” market. 

Foreign Commerce Weekly, 1942, Sept. 19, p. iij Oct. 24, p. 155 Dec. 5, 
p. 22. Olive Holmes, “Chile: Microcosm of Modern Conflicts,” Foreign Policy 
Reports, July 15, 1946, p. H2 The goveinment lesells this exchange to im- 
porters at 25 pesos to the dollar, thus realizing an appreciable gain (or tax) on 
the operation. The coppei companies are required to sell to the Chilean govern- 
ment only enough exchange to provide them with the pesos needed to covei their 
pioduction costs in Chile. 
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ing necessary imports. Therefore the controls adopted have usually 
discouraged or even prohibited the withdrawal of foreign capital 
formerly brought into a country. They have also restricted the 
transfer of interest and dividends payable to foreigners.^® 

The threat of exfrop^iation is a serious risk 
faced by venture captd working abroad. 

A new and serious clement of risk has been added in recent 
decades to the many others that threaten venture capital migrating 
or operating abroad. This is government expropriation such as has 
occurred in the Soviet Union, in Mexico, and in various other 
countries. 

In Russia the confiscation of privately owned property followed 
closely on the fall of the Tsarist regime and the rise of a revolu- 
tionary government. It affected agricultural lands and other real 
estate held by Russian owners, and all instruments of production 
and distribution, including the factories, warehouses, mines, and 
transportation and communication facilities in which there was a 
large foreign interest. By 1921 conditions had greatly deteriorated. 

To meet the situation, Lenin proclaimed the beginning of a New 
Economic Policy under which foreign capitalists were urgently 
invited to develop various branches of the Russian economy. As 
late as September 1928 the government was continuing its efforts to 
attract foreign capital, but a shift in policy was already in prospect. 
Before the end of the year some foreign concessionaires were fac- 
ing government charges of nonfulfillment of contract, and a new 
period of confiscation was soon under way. Of 59 foreign enterprises 
operating in the U.S.S.R. late in 1928, none was left at the outbreak 
of World War IL“ 

’“For the exchange controls adopted by Get many see C. K. Leith, J. W. 
Furness, Cleona Lewis, World MinetaU and World Peace (1943), pp 149-54, 
and jeferences cited theie. 

On the N.E.P. and subsequent confiscations see The Commerdal and Financial 
Chronicle, Sept. 29, 1928, p. 1719; The Economist, Sept. 6, 1930, pp. 432-33, 
Mar. 8, 1930, 515-16. Among the companies taken over were the famous Lena 
Goldfields and 5 other British enterprises, a German agricultural concession 
(Drusag) in which the German government had a large investment, and a 
flourishing Austrian textile mill (B. Altman) The Russian case against Lena 
Goldfields is presented by Dr. S. A. Bernstein, The Financial and Economic Results 
of the Working of the Lena Goldfields Comfany Limited (1931). 
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In Mexico, government expropriation of private property has 
been extensive — although more or less satisfactory settlements have 
been made in most cases. It has affected the country’s railways, 
large areas of agricultural land (including sugar plantations and 
mills, other crop lands, and forest), oil lands and installations, 
and minor amounts of other properties. Fear of similar treatment 
undoubtedly has affected foreign investment in other industries. 
However, the expropriation of oil properties was the only measure 
in which there was outright discrimination against foreigners. 

The government’s program of railway nationalization has been 
applied only to the National Railways of Mexico— in which the 
government has been the principal stockholder since formation of 
the company in 1908. (This company owns or controls considerably 
more than half of the railway mileage of Mexico.) The govern- 
ment first seized control of this railway system in 1914, returned 
it to private management in 1926, again expropriated in 1937 and, 
after permitting the Railway Workers’ Union to operate the roads 
for more than two years, turned the technical, administrative, and 
financial management of the company over to various departments 
of the government.'’^ 

The American, British, German, Swiss, and other foreign interests 
in the system are represented mainly by bonds acquired in exchange 
for stock of the merged companies or by bonds representing the 
foreign borrowing of the system and its component roads. Payments 
on this debt were suspended in 1914, and since then default has 
been continuous except for a short period when remittances were 
made under an agreement with the International Committee of 
Bankers on Mexico. Plans for reimbursing foreign holders of the 
bonds were announced in March 1946, payments to be made at a 

” The goveinnient was the principal stockholder of some of the roads merged 
to form the system and at the time of the mergei became sole owner of the 
common stock and owner of part of the first and second preferred. It appears 
that the g-oveimnent’s active participation rn rarlway ownership was motivated 
by fear that foreign interests might garn too extensrve a hold on the railways, but 
it also appears that foreign stockholders were quite willrng to accept bonds of 
the new company in exchange for therr stock Fred Wrlbur Powell, T/te Raihoads 
of Mexico (1911), pp, 171, 175-771 Edgar Turlrngton, Mexico and Her Foieign 
Creditors (1930), pp. 213, 238-39; various numbers of Poor’s Manual of Rail- 
loads; Standard Coif oration Records, Cotfotation News Edition, Vol. L- 0 , 
December t945-January 1946, pp. 4145-46, Vol. L-O, April 1946, pp. 3874, 
3876. 
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very greatly reduced rate over a twenty-nine year period. Except 
for its origin, this debt has a history very much like that of other 
Mexican government debts — ^that is, a history of long continued 
default. 

Expropriation of agrarian lands in Mexico— which began in 1915 
and continued throughout the 1930’s — affected both Mexican and 
foreign landholders. In fact land taken from foreigners accounted 
for only 12 per cent of the total acreage taken by the government 
and turned over to the villages as ejtdos (communal lands). Only 
a little more than 2 per cent of the land owned by foreigners was 
affected by the seizure.’® The most serious grievance of expro- 
priated landholders— Mexican and foreign— was the manner in 
which the government proposed to settle their claims. It was pro- 
posed that payment should be made in government bonds of a face 
value equal to the assessed value of the land for tax purposes plus 
10 per cent. This set a value for the bonds far above their market 
price, for existing bonds of the Mexican government were currently 
selling at only a small fraction of their face value. That is to say, 
it greatly undervalued the expropriated properties. In most cases 
the owners refused to take the bonds. So far as American owners 
were concerned, this long-standing source of international friction 
was settled by an agreement signed in 1941.’® 

The oil industry of Mexico was about 97 per cent foreign owned 
when it was taken over by the government in 1938, and in this case 
the purpose in hand clearly was to dispossess the foreigner. Mexico’s 
desire to regain control of its mineral wealth was one of the moti- 
vating forces in the revolution of 19 1 1 and was given expression 
in the constitution of 1917. According to this document, ownership 
of subsoil deposits is vested in the state — a provision that agrees 
with traditional Spanish law, but conflicts with laws passed during 
the Diaz regime. Although subject to the same law, the mining 

“Tuilington, Mexico and Her Foreign Creditors, pp 310-11. 

“in settlement of agiarian and certain other propeity claims, Mexico agreed 
to pay the United States 40 million dollais, including 3 million dollars that 
had already been paid, and a fmthei 3 millions paid on latification of the agree- 
ment, the rest to be paid in annual installments of not less than 2.5 millions. On 
the agrarian debt see the same, pp. 310-n, 319-20, 323, 3335 Standard Corfoia- 
tion Records, Vol. L- 0 , April 1946, p. 3874. 
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companies have for the most part been permitted to continue 
operations— probably because of the* practical difficulties the govern- 
ment would face if it attempted to operate the great number of 
mining companies that constitute the industry. In oil, concentra- 
tion of control in a few big companies made the problems of expro- 
priation and government control appear to be easy. 

Prior to expropriation, the oil companies were the target of special 
legislation. A heavy export tax was levied on oil in 1920, and in 
1926 a law was passed requiring the companies to exchange their 
subsoil titles for fifty-year concessions. The break came in March 
1938 over wage and other labor legislation which the companies 
refused to accept. Later in a test case brought by the companies, the 
Mexican Supreme Court upheld the government’s seizure of oil 
properties— a decision that affected most of the foreign oil com- 
panies operating in the country. The controversy then shifted to the 
question of price, the Court having ruled that while the companies 
were entitled to compensation for their investment, they should not 
be paid for oil in the ground. 

Finally a committee of experts fixed the amount to be paid for 
expropriated American companies at $23,995,991 plus $5,141,710 
interest ($29,137,701), covering lands, wells, refineries, storage 
and marketing facilities, railways and rolling stock, but nothing for 
uncaptured oil.^“ The terms of the agreement as regards method 
and conditions of payment were made public in April 1943. Mean- 
time, as a contribution to Mexico’s war effort, the American 
government and American oil companies helped Mexico reconsti- 
tute the industry whose output for several years had been showing 
a sharp downward trend. 

In February 1946 an agreement was signed by the British, 
Dutch, and Mexican governments for the appointment of experts 
to value expropriated British and Dutch properties. More than a 
year later (September 2, 1947) President Aleman reported than an 

^American Peh oleum Intel ests in Foreign CounUies, Healings before a Spe- 
cial Senate Committee Investigating Petioleum Resources, 79 Cong, i sess,, p. 316. 
The Sinclair Oil Corporation negotiated a separate agreement with the Mexican 
government, leceiving from the government 8.5 million dollars for its properties. 
Washhigton Star, Oct. 3, 1943. 
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agreement had been reached with Royal Dutch Shell. Under this 
agreement the company will be paid $81,250,000 plus 3 per cent 
interest from the date of expropriation. Payments will be made in 
United States dollars, over a period of 15 years.*’^ 

In Argentina subsidiaries of American and Foreign Power operat- 
ing street cars and electrical systems in a number of cities were 
taken over by the government in 1943-44.. In 1946 prospective 
expropriation of an International Telephone and Telegraph sub- 
sidiary had a satisfactory ending for the company, with Argentina 
paying 95 million dollars for the propei'ties. Somewhat earlier the 
Argentine government had taken over the highly profitable French- 
financed Port of Rosario— at the expiration of the concession under 
which the company operated, and in spite of questionable methods 
employed to gain an extension of the concession.^^ In 1945 the 
government expropriated the British-owned gas company (Com- 
paiifa Primitiva de Gas) serving Buenos Aires, and put an end to 
the special privileges granted the British-owned street railways of 
Buenos Aires. Also the government “Commission for Investigation 
of Electrical Concessions” recommended that various other com- 
panies should be taken over.®' 

Public opinion in Argentina has strongly supported the govern- 
ment’s acquisition of foreign-owned properties. In fact more far- 
reaching measures have been favored, including expropriation of 
the British-owned railways (recently bought by the Argentine 
government) and various other public-service enterprises. Antago- 
nism toward foreign companies in Argentina, as in many other 
countries, stems partly from a growing spirit of nationalism. But 
the reasons most often urged for Argentine expropriations were 

Standmd Co/ f oration Records^ Corpaiation News Edition, Vol P-S, Aug-ust- 
Septembei 1947, white p. 1701. 

“®The same, Vol. A-B, August-September 1945, p. 55905 Ysabel F. Rennie, 
The Argentine Republic (1945), pp. 201, 259-61 

“Rennie, The AigenUne Refnbhc, pp. 376-775 New Yoik Times, Mar 6, 
1945, p. 275 The Inter-Ameiican, April 1945, p. 41. Drastic action against two 
European-owned electric power systems was recommended by the government’s 
investigation commission: CADE. (Companra Argentina de Electiicidad) 
controlled by Belgian and other European interests through Chade and Sofina, 
and C.I.A.D.E. (Compania Italo Argentina de Electricidad) controlled by Swiss 
and associated inteiests through Motor Columbus. The same, February 1946, p 42. 
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that the companies have been highly inefEcient, their service rates 
extortionate, and their equipment old and in disrepair. Argentine 
nationalists accused the railroads of watering their stock to such an 
extent that reported earnings greatly understate the real rate of 
return on the actual investment.-* It was also charged against the 
railways and the street car company of Buenos Aires that they 
actively tried to prevent the building of a modern road system in 
Argentina and to discourage an increase in automobile traffic — 
particularly the growing competition of truck and bus companies. 
In fact, the ten most important railways presented a memorial to 
the Argentine government protesting against the building of high- 
ways with “money taken from them in taxes.”®® 

Certain other Latin American governments have expropriated 
foreign-owned properties— with or without adequate compensation. 
In 1 937 the government of Bolivia seized all properties of Standard 
of New Jersey’s subsidiary (including not only the wells, pipe lines, 
and machines and equipment, but also maps, drilling data, and 
office furnishings, even rugs and paintings), charging illegal export 
of oil. But having seized these properties, Bolivia lacked both the 
capital and technical experience for continuing operations and was 
forced to import oil — from a Standard subsidiary in Peru. Payment 
was not made until 1942 when Bolivia was seeking a loan from the 
Export-Import Bank. The amount then paid (1.7 million dollars, in- 
cluding interest) was 10 per cent of the valuation given the proper- 
ties in the company’s 1937 balance sheet.®® 

Brazil has expropriated railway properties belonging to both 
American and British investors.®’ 

The government of Chile (1939) took over the refining and 
distributing system owned by a Poyal Dutch Shell subsidiary and 

’’Rennie, The Argentine Republic, pp. 155-59, 240-42. ' 

"The same, pp. 232, 239; The National Institute of Economic and Social Re- 
search, Trade Regulations and Commercial Policy of the United Kingdom (1943) , 
pp. 175, 198. The chaige is supported by the fact that the Roca-Runciinan Treaty’ 
promises “benevolent treatment” to British capital This promise was intei preted 
to mean cessation of competition with Biitain’s extensive investment in the trans- 
poitation system of the country. 

"Standard Statistics caid, September 1940, Poops Indusfiials (1939), p. 2740; 
Standaid of New Jersey, Annual Report, 1941, p. 10, American Petroleum 
Interests in Foreign Countries, Hearings, p. 22. 

”Karl Lowenstein, Brazil under Vargas (1942), pp. 211 


[j 325- 
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turned 'the properties over to a recently organized government oil 
monopoly. The government has also bought from American and 
Foreign Power the street car subsidiaries serving three important 
Chilean cities — apparently at a price that was mutually satisfactory."® 

The government of Colombia in 1943 adopted its “Economic 
Program,” a law which provides for expropriation of foreign- 
owned public utihties of all kinds regardless of the nationality of 
their control. Later in the same year, amendments to the law 
provided for the organization of the Department for the Control of 
Foreign Property. The following year a government agency, the 
Telecomunicaciones Nacionales, was organized under executive 
decree. This agency is expected eventually to have full control of 
all communication services of the country and is now in process of 
taking over the properties of foreign companies, giving its own 
shares in exchange. Subsidiaries of two American corporations are 
affected by the decree.®® 

In Uruguay the International Telephone and Telegraph sub- 
sidiary serving the capita] city was expropriated in 1934.®“ 

While the cases cited above include the best-known examples of 
government expropriation affecting foreign capital, the list is not 
complete. Seizures have taken place in other I.atin American 
countries, and in other parts of the world. The movement has been 
general enough so that the threat of expropriation clearly is one of 
the risks that the investor has to consider in weighing the odds for 
and against the export of capital. 

Labor laws imfose certain restrictions 
on enterprises oferating abroad. 

' Recent years have seen a decided trend toward nationalistic labor 
legislation in countries where foreign capital holds a controlling 
interest in important industries. While these laws are designed to 
protect native labor, they may also serve as tools for carrying out 
the nationalization programs of the governments concerned. Some 

Standard Cot f oration Records, News Edition, Vol. P-S, October-November, 
*945i P- 4225; tile same, Vol. A-B, August-Septeraber 1945, p 5590. 

” Memoiia de Hacienda (Treasury Report), 1943, pp 33-35, 77. 

^“Moody’s Governments, ig/fo, p. 1988. 
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of these laws clearly are aimed at foreign enterprises. Others that 
appear to be general in their application may, in practice, apply 
primarily to foreign companies because they single out for special 
treatment the large employers and large enterprises — which usually 
are foreign. 

Since 1930 all of the Latin American republics have enacted laws 
that restrict the employment of foreigners,®^ and similar laws are 
on the books of other countries. These laws set limits on the utiliza- 
tion of labor brought in from low-wage countries — for example, 
from India and China. In many cases their more important purpose 
is to restrict the employment of foreigners in the highly paid 
professional and technical jobs. They also put upon the employing 
enterprise the obligation of giving technical and professional train- 
ing to native workers who will eventually replace foreign em- 
ployees in the better paid positions. Begun as a means of lessening 
unemployment during the early days of the depression, such legis- 
lation now has its place in nationalization programs.®® 

Mexican law requires that not less than 90 per cent of the 
workers in each class of skilled and unskilled work must be Mexi- 
can — but in the computation of the percentage, directors, adminis- 
trators, superintendents, and general heads of enterprises are not 
included. Mexico also prohibits aliens from practicing the liberal 
professions. In Bolivia nationals must make up 85 per cent of the 
labor force of an enterprise. Colombia requires that its nationals 
make up at least 90 per cent of the wage earners of an enterprise 
and 80 per cent of the salaried staff and receive at least 80 per cent 
of the wage pay roll and 70 per cent of that for salaried personnel. 
In Peru the required ratio Is 80 per cent of the employees of an 

George Wythe, Industry m Latin America (1945), p. 53- 
'“These summary statements are based principally on reports by the American 
Republics Unit of the U.S. Department of Commerce, Establishing a Business in 
. . . [Colombia, August 1944, February 1945, Btaail, January 1944, Mexico, 
Miiy 1944, Peru, January 1945, Venezuela November 1944, February 1946]; 
U.K Dept, of Overseas Trade Reforts on Mexico, Brazil, Peru, and Portuguese 
Africa i C. K. Leith, J. W. Furness, Cleona Lewis, World Minerals and World 
Peace (r943), pp r 60-65; unpublished report prepared by Joseph H Barkmeler, 
British Empire Unrt, Department of Commerce. See also £««« and Contemforary 
Problems, Summer-Autumn 1946, pp. 710-40. For provisions covering employ- 
ment in nationally rncorporated air lines see William A, M. Burden, The Struggle 
for Airways in Latin America (1943), p. 52. 
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enterprise and 8o per cent of its total pay roll. This 8o per cent 
law also applies to the actual number of commercial and industrial 
concerns, and even to the number of professional men in any one 
province. In Venezuela the percentage is 75 for both wage earners 
and salaried personnel} and in Brazil is 66^ per cent. 

In the interpretation of these laws, a liberal definition is given 
to the term “national,” in most cases no more being required than 
ten years’ residence in the country or marriage to a native. Also 
exceptions may be made to permit the entry of specialists not 
obtainable among the nationals of the country concerned. At times 
these laws do hamper industrial development in Latin America. 
For example, in 1938 Brazil passed a law placing oil refining 
entirely in the hands of native-born citizens. This caused the im- 
mediate stoppage of work on a small refinery that Standard of New 
Jersey was then building in Sao Paulo.^“ 

Information is readily available for a few other countries. 
Foreign firms operating in the United Kingdom meet no difficulty 
in sending in directors and employees of managerial status, but 
technical employees are usually permitted to remain only long 
enough to train local employees for the work, while the sending in 
of unskilled labor is rarely if ever permitted. In Sweden special 
permission is required before a foreigner may accept employment 
or follow any. occupation. Norwegian and Romanian law gives 
preference to nationals. In the Portuguese colony of Mozambique, 
70 per cent of the employees of a company operating in the territory 
must be Portuguese nationals. 

The state of Arizona in 1914 passed a law requiring employers 
of more than 5 workers to employ not less than 80 per cent “quali- 
fied electors or native-born citizens of the United States or some 
division thereof.” This law was held unconstitutional by the Dis- 
trict Court of the United States for Arizona.-’^ 

To soften the effects of unemployment, many Latin American 
countries require severance pay for dismissed workers unless the 
employer has met prescribed conditions. In general, the amount to 


’’ Testimony of Edward ] 
A met icon Petroleum Inlet e. 
“■‘Green Haywood Hack\ 


Johnson, _ General Counsel, Standard Oil Co. (N.J.), 
s in Foreign Countries, Hearings, pp. 83, 394. 
arth. Digest of Internafioml Law, Vol, 3, p. 61 a. 
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be paid depends on the length of service, but in some countries 
(| Colombia and Peru, for example) it also depends on the kind of 
^ork and the capitalization of the company. In Mexico a limit of 
three months’ pay is set, and in Chile six months’. In Bolivia after 
a certain length of service, an employee is entitled to severance pay 
even when he leaves the job voluntarily. In certain countries dis- 
missal pay may accumulate to such an amount that it is cheaper to 
keep an unwanted worker on the pay roll than to pay the dismissal 
wage.'"’® 

In December 1938 Venezuela made profit-sharing with em- 
ployees compulsory for industrial and commercial enterprises and 
for certain large agricultural and fishery enterprises. As amended 
in May 19453 this law requires such business concerns to distribute 
among all of its workers at the end of each fiscal year at least 
10 per cent of the year’s net profits — allowance having been made 
for expenses, interest on invested capital, and for certain reserves. 

Group life insurance at the expense of the employer is required 
in some countries for enterprises having a certain minimum pay roll. 

Bolivia’s labor code provides that after one year’s service salaried 
employees are entitled to three months’ sick leave with full pay and 
laborers thirty days. It also calls for free dental care of employees 
of mining, industrial, and railroad firms employing more than five 
hundred laborers. 

Without passing judgment on the desirability of legislation for 
the protection of the workers, it may be pointed out that it is 
of direct importance to enterprises operating abroad. Most of the 
capital affected by such laws is foreign, for most of the larlge 
employers are foreign. The protected workers are nationals of the 
countries concerned. 

In the mineral industries foreign imiestors 
face discriminatory treatment. 

Swedish law frankly discriminates against foreigners by prohibit- 
ing foreign exploration of mineral resouixes. An appeal to the 

“Fjom Department of Commerce reports cited in note 13, p 14.9 The state- 
ment regarding Bolivia is from a copy of the law published in the La Paz news- 
paper, La Razon, Aug. 24, 1943. 
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King may sometimes enable a foreigner to acquire a mine already 
explored and claimed, but the right of exploration is reserved for 
Swedish nationals. 

In France and its colonies the government has wide discretion 
in granting concessions for exploring or developing mineral re- 
sources, However, alien ownership in any concession is limited to 
a one-third interest. 

In the Belgian Congo (and also in Belgium) foreigners are per- 
mitted to own property on the same footing as Belgians provided 
they establish domicile in the country and incorporate under Belgian 
law. The decree granting a concession may require that a certain 
percentage of the stock must be held by Belgians ( 8o per cent in 
one case), or that a certain percentage of the material used must 
be purchased in Belgium (typically 8o per cent). 

The prewar mining laws of China restricted mining rights to 
Chinese citizens. An exception was made for citizens of treaty-power 
nations, provided they were doing joint business with Chinese, but 
the foreign interest in such business could not exceed 50 per cent. 
Revision of these laws was begun in 1943. 

In the constitution of 1926 Brazil took decisive steps in the 
direction of nationalizing its mineral and water-power resources 
and of closing the door against alien control over such resources. 
The new constitution promulgated in September 1946 states that: 
“The employment of mineral resources, and those of hydraulic 
energy, depend upon federal authorization or concession, as pro- 
vided by law. Authorizations or concessions shall be granted ex- 
clusively to Brazilians or to concerns organized in the country, . . .”'’® 
The intention of this section of the law appears to be to lift the ban 
on foreign investments in oil and mineral production, permitting 
participation of foreigners with Brazilians.®’^ 

In most of fhe British colonies, restrictions are in force against 
foreign ownership and control of minerals, particularly oil. Malaya 
is the exception to the rule. In British India prior to partition only 

“Title V, Article 153 (reproduced and translated rn Biaziltan Business, Sep- 
tember t946, p. 65). 

'"Brazilian Bulletin (published by Brazrlran Government Trade Bureau), June 
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British subjects or companies controlled by British subjects were 
permitted to prospect for or produce the major minerals. 

The mining laws of the Netherlands and its colonies do not 
explicitly discriminate against foreigners who meet certain require- 
ments regarding domicile and incorporation. But since the condi- 
tions governing mineral concessions are not generalized under 
Dutch law, such discriminations actually exist. Under the min- 
ing law of the Dutch East Indies, each application for mineral 
rights — whether for nationals or foreigners — must receive legisla- 
tive approval before the grant can be made. And for many years, 
such approval was not given to foreign oil interests. To meet this 
situation, the United States government in 1922 refused the appli- 
cation of a Royal Dutch-Shell subsidiary for a lease on public lands 
and threatened further retaliation. Settlement was finally reached 
in 1928, providing for American participation in Dutch East Indies 
oil and restoring to Dutch nationals the privilege of leasing public 
mineral lands in the United States. 

In the Uiiited States, until the federal leasing act®® was passed m 
1920, the minerals of the country were available to all comers. But 
under that law, participation in the development of public oil lands 
may be denied to foreigners whose governments exclude Americans 
from the exploitation of their mineral resources. Profitable opera- 
tion of mining companies — foreign and American — is affected by a 
variety of special state taxes, such as occupation taxes, royalty taxes, 
and severance taxes. These are based on the principle that the 
heritage value in minerals belongs to the several states of the union. 
In effect they have greatly reduced the value (to the owner) of 
deposits already in private hands. 

Inequitable taxation is an obstacle 
to foreign investment. 

International double taxation of foreign properties and incomes 
derived from foreign-investment is generally recognized as an 
obstacle to the international migration of capital. Tax authorities 
in many capital-exporting countries undertake to levy and collect 
a tax on the entire income of individuals and companies resident in 

’’41 stcit. 437, 
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their territories, including all income earned at home and abroad. 
At the same time, the authorities in capital-importing countries 
extend their tax jurisdiction over foreign companies operating 
within their territory. Some capital importing countries limit their 
claims to a tax on the profits of a local branch or sales agency, others 
try to reach foreign parent corporations, and even “foreign grand- 
parent or great-grandparent corporations.’”” This overlapping of 
tax jurisdictions tends to discourage both investment and trade. 

As an aid to foreign trade, the Netherlands tax law of 1893 made 
provision for offsetting certain tax payments abroad against taxes 
that individmls paid to the home government} and in 1918 such 
tax relief was also granted to domestic companies having foreign 
income. Similar unilateral action was taken by Belgium, the United 
Kingdom, the United States, France, Italy, and various other states. 
But while these governments took steps to give their own nationals 
a measure of relief from the burden of double taxation, some of 
them continued to penalize foreign capital operating within their 
boundaries. For example, French law holds that a foreign company 
with a French subsidiary is liable to tax ( i ) on the dividends and 
interest it receives from this subsidiary, and (2) on the interest and 
dividends it pays to its own security holders (except those in 
France) in the ratio that the property in France bears to the entire 
property of the parent company. Similar laws are in force in 
Switzerland, Greece, and the Netherlands.*® 

Some progress was made in solving the problem of international 
double taxation in the interwar period, when a considerable num- 
ber of bilateral treaties were concluded. However, a League of 
Nations report published shortly before the outbreak of World 

“Mitchell B. Caiioll, Prevention of Intet national Double Taxation, League 
of Nations Pamphlet (1939), p. 6. Some corporations consolidated their foreign 
business under the contiol of a single foieign subsidiary which paid taxes only m 
the countiy where incorporated See case cited by Rennie, The Ai geiUlne Refublu, 

The income tax law applying to foieign companies opeiating in the United 
States is summarized in The Commet cial and. Financial Chronicle, July 25, 1946, 
p, 483. A summary of tlie problem of double taxation is given by Donald B. 
Marsh, Ameiican Direct Investments Abroad, mimeogiaphed by Chase National 
Bank (1945), pp. 
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War II, pointed out that much remained to be done/^ More recent 
treaties include those concluded between the United States and 
Canada (June 1942), Britain and the United States (April 1945), 
Britain and Australia (May 1946), and Britain and Canada (June 
1946).'= _ 

Countries whose principal industries are foreign-owned are often 
accused of tax discrimination against foreign capital, although the 
intent of the tax authorities may be to assure ease and convenience 
in the collection of revenues. For example, the tremendous im- 
portance of the nitrate and copper industries to Chile and of oil to 
Venezuela would argue for those industries bearing an appreciable 
part of the fiscal burden of the respective countries, regardless of 
nationality of control. Where the foreigner foots the bill, however, 
there is a tendency to exact ail that an industry can possibly bear. 
In the case of copper the Chilean government has imposed a heavy 
income tax, what amounts to a tax on exchange transactions (see 
page 149), and an “extraordinary” tax that absoi'bs the greater part 
of the wartime copper-price increase. The net result is a tax burden 
so heavy that it may severely handicap the Chilean product in 
world markets where it must compete with the lower-cost copper 
from African and Canadian mines.”* 

It is not often that discrimination against foreign capital is the 
clearly indicated purpose of tax laws, but some cases exist. In prewar 
China industrial products were classified for tax purposes according 
to the degree of control exercised by Chinese capital— the greater 
the participation of Chinese capital, the lower the tax.” But for the 
future the Chinese Ministry of Information has given assurance 
that to encourage foreign investment a “sound and simple” taxa- 

“ Carroll, Intel national Double Taxation, pp. 42-44. In 1932 and 1933 the 
League of Nations published a five-volume study, Taxation of Foreign and 
national Enterprises, covering the laivs of 23 countries and 3 states of the United 
States, 

^^Foieign Commerce Weekly, Aug. 22, 1942, p. lo; Wcdl Sheet lournal, Apr, 
^Si '94-5) Financial Times (London), June 7, 1946. 

‘‘’’Foreign Commerce Weekly, Dec. 19, 1942, p. 16; Holmes, Foteign Policy 
Reports, July 15, 1946, pp 111-12. 

“Kuang Tai Hu, “Investments in Chinese Postwai Industiy,” Harvard Busi- 
ness Review, Spring 1943, p. 314. 
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tion “system will be provided to treat foreign investors in exactly 
the same way as Chinese investors.’”® 

In the Union of South Africa the law covering trading licenses 
provides that every South African company and every foreign com- 
pany must pay an annual license fee of 5 shillings for every i,ooo 
pounds sterling of subscribed capital of the company. This tax is 
levied on the entire capital of a foreign company having a place of 
business within the Union. A foreign corporation may escape dis- 
crimination under this law by establishing a local subsidiary in the 
Union.'*® 

Some countries discriminate against enterprises doing business 
within their borders but incorporated abroad, as distinguished from 
enterprises incorporated under domestic law, without regard to the 
source of the capital. Brazil is an example.^’ In this case, however, 
the purpose is to bring all companies within the jurisdiction of the 
Brazilian courts. Discrimination against foreign capital as such does 
not appear to be the intention of the law. 

Government oomfetition in industry sets limits 
on the oferations of foreign enter frises. 

In Argentina the government has long been in the business of 
producing, refining, and distributing oil in direct competition with 
foreign companies. In this case the fact that Argentina is on an 
import basis for part of the oil required weakens the government’s 
competitive position. Also the Argentine government has recently 
given aid to co-operative and mxmicipal plants producing electric 
power, an industry that is largely foreign owned.’® 

The Uruguayan government competes with private industry in 
commercial fishing and fish canning and production of fertilizers 
and industrial chemicals. In Brazil the business of supplying meat 

^ The Statist, Mar. 23, 1946, p. 255. 

■‘“From an unpublished memorandum piepaicd by Joseph H. Barkmelei, 
British Empiie Unit, U.S Department of Commerce 

■" Brazilian Government Trade Bureau, Corforations, Labor and Tax System in 
Brazil (1945), p. 27; The Inter-American, November 1944, pp. 43-44. 

“■Wythe, Industry in Latin America, p. ir6. In an efioit to improve the 
country’s transportation system the Argentine government has acquired and 
operates about a quarter of the country’s railway mileage, most of the remainder 
being foreign owned. 
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to the city of Sao Paulo is divided between municipal and foreign- 
owned packing plants in the ratio of 60 to 40.'“’ In France during 
the interwar period, the threat of government competition in the oil 
industry was brought to bear on the big foreign oil companies to 
persuade them to provide the additional storage capacity and sup- 
plies wanted for war purposes. Many governments also exercise a 
monopoly in certain fields of industry, and in such cases all private 
capital both foreign and domestic is excluded from the industry 
affected. 

Hostile action is sometimes taken by the nationals — 
not the government — 0/ a country. 

In the late 1920’s in two of the great creditor countries, Britain 
and France, antagonism against foreign investors was general and 
outspoken. This was evidenced by discriminatory measures adopted 
by some of their leading business corporations. Their openly de- 
clared purpose was to prevent American capital from gaining con- 
trol of the management and policies of the companies. 

The method followed in Britain may be illustrated by the case 
of General Electric, Ltd. At a shareholders’ meeting in September 
1928, it was noted that 60 per cent of the company’s shares were 
held by Americans — British control was threatened. Thereupon the 
meeting voted that shares owned and controlled by foreigners 
(American) should have no vote at any general meeting of the com- 
pany. It also voted in favor of a new issue of shares known as 
“British ordinary” shares, to be sold to British stockholders at a 
price approximately 35 per cent of the current market. These new 
shares were made subject to provisions that specifically prevented 
their acquisition or control by foreigners.'”’ The action of the com- 
pany was severely criticized in the British press and was contested 
by American shareholders through a committee sent to represent 
them in London. As a result, the proposed issue of shares was 
withdrawn from the market. The question of votes for American 
shareholders was made academic in 1935, when a London group 

"The same, pp. 127, 187. 

“ The Economist, 1929, Mar, 16, p. 583, Mai. 23, p. 636; The Statist, Mai. 
iS, 1929, pp, 440, 473. 
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repatriated some 400,000 shares of American-held stock, including 
shares held by General Electric of New York/’^ 

The usual method chosen by French companies for retaining 
control in French hands was the issue of plural-voting shares, sold 
only to French nationals. A long list of French companies resorted 
to this method when American buying of their shares was active 
in the late 1920’s. The movement was under way by 1925, and by 
the close of 1927 at least 71 companies had issued plural-voting 
stock, increased to 231 companies a year later."® 

Then on April 26, 1930, the French legislature passed a law pro- 
hibiting further issues of such shares. This was amended by the 
law of November 13, 1933, which stipulated that the voting rights 
of all shares of stock should be proportional to the subscribed capital 
represented. To encourage the issue of registered stock (whose 
owners are readily identified for tax purposes), it was provided that 
two votes might be given registered stock as against a single vote 
for a bearer share representing the same amount of capital. 

Various other restrictions md controls hinder 
the international flow of cafital. 

Further handicaps of various kinds threaten the successful place- 
ment and operation of capital in foreign countries. For the most part 
they stem from laws and regulations adopted by the governments 
of capital-receiving countries. Reference has already been made to 
such controls in the mineral industries, also to controls incorporated 
in labor laws, tax laws, and currency regulations. But other in- 
dustries are also afiected, and other methods of control used. Only 
a few of these will be given brief consideration here.““ 

Governments sometimes set definite limits on the extent to which 
foreigners are permitted to participate in important industries. 

’''The Economist, Aug. 24, 1935, pp. 385, 398; Foot's Indiisfiials, 1939. 

“ Bulletin de la StaUstique Genirale de la France, Apiil-Juue 1929, pp. 308-09. 
“Most of the laws not considered here are those that have to do with pro- 
tecting the safety, health, and morals of the people. Such laws are on the books 
of a number of countries, including the United States and certain states of the 
Unrted States. Hackworth, Digest of International Law, Vol. 3, pp. 6r7-24i Law 
and Contemfotary Ftoblems, Summer-Autumn 1946, pp. 724, 776, 783-84. 
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Until 1943 Chinese law required that at least 51 per cent of the 
stock of companies engaged in manufacturing or mining should be 
held by Chinese, and that a majority of the directors, the chairman 
of the board, and the manager of the company should be Chmesed'* 
Colombia, Brazil, and Mexico have similar laws regarding most 
types of companies; and Eire, with regard to manufacturing 
concerns. 

In Sweden a foreign company must have a royal permit in order 
to do business “as a resident” of Sweden, and not many of these are 
granted. Otherwise it may establish a Swedish company in which 
at least two thirds of the board of directors must be Swedish.'® 

The attitudes shown toward foreign investments and investors— 
as expressed by the laws and acts of government of various coun- 
tries — indicate the mixed feelings with which foreign capital is 
received. While the advantages to be gained from its use are 
eagerly wanted, impatience or resentment is frequently shown 
toward the obligations incurred by the receipt of such capital. This 
has sometimes been put into words by nationalistically minded 
citizens and officials of the receiving countries. 

Aleksei Ivanovich Rykov, while chairman of the Soviet People’s 
Commissar, was quoted as saying: “We need foreign capital but 
we do not need foreign capitalists.” This was at the time when 
expropriation was under way in Russia. Under one pretext or 
another the government was liquidating investments that foreigners 
had made in response to invitations extended vmder the New Eco- 
nomic Policy.'® 

An Indian businessman has expressed a similar conflict of emo- 
tions. G. D. Birla, member of an Indian business firm and also a 
man with a long record of service on various business and govern- 
ment commissions, recently stated:®^ 

“ The Statist, Mar. 23, 1946, p, 255, Content forary China, Feb. 7, 1944, on 
Mexico, see p. 136 above 

“Department of Overseas Trade, Econotmc Conditions in Sweden, April 1932, 
pp 45-46. 

“ The Economist, Mar. S, 1930, p. 516. 

"“Industrialization in India,” The Annals, May 1944, p. 125. 
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It should be made clear that India needs and would import fiom 
abroad real physical capital such as plant, equipment, and machinery, for 
accelerating our industrial development. What is objected to is not such 
real capital but the ownership, control, and direct operation by foreign 
nations of key and important industries of the country. 

A Brazilian official summarized the goal his country was seeking 
in its policy toward foreign capital as follows: , . to maintain the 
development of the covuitry independent of foreign loans while 
trying to attract investments which may contribute to the future of 
the nation without depriving Brazilians of their own natural 
wealth.”®® Ex-President Vargas expressed a similar reluctance to 
continued dependence on foreign capital, but accepted the alterna- 
tive of undertaking to mobilize domestic capital.®” 

It is understandable that the government and people of under- 
developed countries should be deeply concerned with protecting 
their economic and political independence. In the main, this is the 
purpose of laws directed against foreign capital. But if economic 
benefits are to be derived from the use of foreign capital, then 
reasonably satisfactory conditions must be offered — conditions that 
take account of the ambitions and aspirations of the receiving coun- 
try but do not, in effect, close the door to foreigners with funds to 
invest. 

“Wythe, Iniiishy in Latin Amenca, p. i6o. 

®The same, p. i6o. 



CHAPTER Vlir 

RESPONSIBILITIES OF THE PRIVATE INVESTOR 


Many factors contribute in one way or another to the success or 
failure of a foreign investment. Analysis of these various elements 
will, in many cases, indicate the probable outcome of a proposed 
venture. It is therefore incumbent upon the prospective investor 
to make a thorough and careful appraisal of a project and all that 
it is likely to involve before embarking on it. This is particularly 
important if “other people’s money” will be used. Unforeseeable 
changes in the situation may, of course, upset the best laid plans. 
In that event, as experience shows, the risks involved are likely 
to be political in character. That is to say, unexpected shifts in 
government policies offer more uncertainty than physical or com- 
mercial risks. The present chapter will consider problems and risks 
that the investor must face, and responsibilities he assumes when he 
sends capital abroad. 

I. EVALUATION OF FOREIGN LOAN OPPORTUNITIES 
In the United States certain information must be fully and 
accurately set forth in the registration statement required by the 
Securities and Exchange Commission before a security issue, foreign 
or domestic, can be offered for sale through the mails or through 
other means of interstate transportation and conimunication. Part 
or all of this information must also be included in the prospectus 
used in offering the securities for sale. It is the purpose of the 
government to give the investor the protection of information free 
from fraud and misrepresentation j but it is not its purpose to give 
advice nor to guarantee the soundness of a security. 

Responsibility for analyzing available information and the choice 
between various investment opportunities is left to the prospective 
purchaser and to his advisers. In this connection a major responsi- 
bility rests on the banking groups that originate and market an 
issue. The investor is interested in the promised rate of return and 

169 
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the probable safety afforded by one opportunity as compared with 
another. This calls for consideration of a number of large questions, 
including capacity to utilize borrowed funds, capacity to meet the 
specified futui'e payments, and attitudes toward the problem of 
payment as indicated by past performance. 

Cafacity to use borrowed funds will defend on 
fhysicaly economic^ and foUtical conditions. 

Whether the borrower is a governmental body or a private cor- 
poration, borrowed funds must be put to productive use. Otherwise 
they will soon be consumed, while the obligation for servicing the 
loan will remain as a recurring charge against other income. There- 
fore, the borrower should have definite and detailed plans — and 
should inform prospective investors — ^regarding the specific purpose 
the loan is to serve. Whether the stated purpose is a feasible one 
and one that will prove productive is a question that may cal] for 
advice from specialists acquainted with the physical and economic 
resources of the borrowing country and with the technical problems 
presented by the project in hand. 

For example, borrowed funds used in building good roads to 
connect a large area with world markets will increase the income 
and the taxable capacity of the area — ^beneficial to producers and 
government alike. But an equally good road will be worthless if 
built into an unproductive desert, and such roads actually were 
built during the iqao’s. The development of a waterpower site 
may provide a country with a highly profitable asset. But if the flow 
of water dries up during a certain part of the year — as was the case 
with one project financed by an American loan in the 1920’s — it 
cannot be made the basis of an important industrial development. 

Political conditions within a country also favor or impair its 
capacity to use borrowed funds productively. A stable and friendly 
government is encouraging to business activity. An equitable and 
adequate tax system contributes to economic stability. Honest gov- 
ernment inspires confidence at home and abroad. 



EVALUATION OF LOAN OPPORTUNITIES 171 

Cafachy to service a foreign debt defends on the 
national budget and on ability to transfer fayment. 

In order to meet payments on a new foreign loan, the borrowing 
government must be able to collect revenues sufficient to meet its 
ordinary expenses (including payment on existing debts) and also 
the additional amount required for servicing the new debt. If ex- 
penditures are already in excess of receipts from sources other than 
borrowing, ways and means of converting a deficit into a surplus 
need to be explored. Account is taken of this problem in the Securi- 
ties Act of 1933. Among the information required before a new 
foreign issue can be offered for sale are the following* (t) the 
amounts and character of existing and prospective debts of the 
issuer; (2) receipts and expenditures classified by purpose, for the 
latest fiscal year for which such information is available and for the 
two preceding years, year by year. 

The other requirement is ability to transfer payment. No transfer 
problem is created when a government borrows from its own 
people. The currency in which the government collects its revenues 
is the currency it uses in meeting debts due within the country. 
But foreign debt agreements in practically all cases call for payment 
of interest and amortization charges in the currency of the lending 
country. This may present a difficult problem even for a debtor 
government or corporation whose budget situation is thoroughly 
satisfactory. To meet payments in accordance with the loan agree- 
ment, the borrower must be able to secure the required currency— 
for example, dollars, sterling, or francs. The International Mone- 
tary Fund will facilitate the exchange of one currency for another, 
but it cannot change the basic problem involved. 

The crux of the transfer problem for any country lies in a com- 
parison of its foreign sales and purchases — including transactions in 
commodities, gold and silver, shipping services, insurance, the 
tourist trade, and other international transactions. If a country sells 
abroad as much as it buys of all kinds of goods and services, then 
foreigners will require as much of its currency to meet their pay- 
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ments as it will require of foreign currencies. Therefore, the country 
in question should experience no great difficulty in obtaining the 
currencies it requires — assuming a free exchange market through- 
out the world, and assuming there is no excessive concentration of 
the world’s purchases in a single market. But if additional foreign 
debt is incurred, calling for additional payments in foreign cur- 
rency, then the international accounts of the debtor country must 
show either an increase in sales or a decrease in purchases if all 
requisite transfers of paynient are to be made. That is to say, the 
transfer problem cam be met if the borrowed funds can be used 
to produce additional exports or an additional supply of goods that 
otherwise would be imported. 

In considering the outlook for a- new lorn, the debt 
history of the borrower should be reviewed. 

Reference to a country’s debt history will furnish information 
useful in judging the probable risk involved in a new loan. The 
Securities Act of 1933 requires that two decades of debt history be 
written into the registration statement for a foreign loan that is to 
be issued here. The statement must show 

. . . whether or not the issuer or its predecessor has, within a period of 
twenty years prior to the filing of the registration statement, defaulted 
on the principal or interest of any external security, excluding inter- 
goveinmental debt, and, if so, the date, amount, and circumstances of 
such default, and the terms of the succeeding arrangement, if any. 

If the debt record of a country shows default, fairness to the 
debtor calls for a review of all the facts in the situation. Perhaps 
the terms covering earlier loans were so oppressive that even the 
most willing debtor could not have avoided default. On the other 
hand, default may have been accompanied by bad faith. Reveitues 
pledged for servicing a foreign loan may have been diverted to 
other usesj or foreign exchange actually available for debt service 
may have been used for repatriating bonds in default and therefore 
depreciated in price.^ 

’As already stated on p 142 abo\e, no blame attaches to the repatriation of 
bonds on which full debt seivice is maintained. 
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In comparison with the terms imposed on foreign borrowers 
during the nineteenth century, the terms extended to “poor risks” 
in the 1920’s were generous. However, in the 1920’s an effective 
interest rate of more than 9 per cent plus sinking fund payments 
was promised by a number of needy governments, and a consider- 
able number promised rates as high as 8 per cent. Looking toward 
the future, it is not likely that such difficult terms will be imposed 
on foreign borrowers. The Bretton Woods agreements provide that 
loans to weak governments may be handled through the Inter- 
national Bank at rates considerably below those charged in the 
interwar period. The Bank will assume the risks formerly carried 
by the individual investor, charging the borrower a commission for 
the service.® 

Attention should be given to the froblem 
of default frevention and adjustment. 

The loan contract in many cases provides a procedure to be fol- 
lowed if default threatens, particularly if the loan Is made to a 
weak borrower. In past decades borrowing governments often 
pledged certain types of income or certain properties as securities 
for their loans. In some cases they also specified the legal steps that 
bondholders might take In order to secure payment. Such pledges 
were almost always required of private foreign borrowers. But 
when default occurred, it frequently happened that bondholders 
found these protective pledges “not worth the paper they were 
written on.” Gun-boat diplomacy as an aid to their enforcement 
belongs to an era of the past, and legal action to secure fulfillment 
of contract or adjustment of the default could accomplish little or 
nothing unless the debtor had assets in the lending country. 

Lacking a means of enforcing the terms of their contracts, holders 
of defaulted bonds have sometimes been able to reach a satisfactory 
settlement of a default by negotiating with their debtors through 
the agency of a bondholders’ committee. In fact this method of 

“Art. 4, sec 5 of the act stipulates that this rate shall be not less than r per 
rent nor more than i per cent per annum during- the first 10 years of the Bank’s 
opeiations 
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dealing with default is generally adopted, particularly in the case 
of defaulting governments. In some of the creditor countries per- 
manent bodies have been organized for the purpose of protecting 
the interests of foreign investors. 

Britain’s Corporation of Foreign Bondholders was formed in 
i8d8 for the specific purpose of protecting foreign securities holders. 
This organization, though not an agency of the government, is 
able to put pressure on foreigners contemplating default or in 
actual default because it is closely allied with the big London banks 
and issue houses. On the request of persons whose rights under a 
loan or other contract have been disregarded by a foreign govern- 
ment, the corporation aids in the formation of a special committee 
to deal with the question at issue. Over the years it has participated 
in the settlement of debts aggregating more than S billion dollars. 

In France the Office national des vale-urs etrangeres was orga- 
nized in 1898 by the agents de change or members of the Paris 
stock exchange. This action was taken on the advice of the Minister 
of Finance, who pointed out the practical dilEculties that prevented 
individual bondholders’ from taking action against defaulting 
foreigners. 

In the United States the Foreign Bondholders’ Protective Coun- 
cil, Inc, was incorporated in December 1933 to protect the interests 
of American investors in foreign bonds. Here the initiative was 
taken by the Department of State and the Treasury Department, 
at the urging of American investors. The Securities Act of 1933 
provided for an additional quasi-governmental agency to perform 
this same function, but in 1938 the conclusion was reached that the 
existing Protective Council “was the more appropriate body.’” 

These several bondholders’ associations have performed an 
added service for the investing public by bringing together and 
preserving information that throws light on the financial situation 
and investment position of borrowing governments and foreign 
corporations and also on legislation that affects the interests of 
investors. This information is useful in dealing with prospective or 
actual default and also may prevent future defaults if given carefui 
consideration in connection with proposed new issues. 

“ The Commercial and Financicd Chronicle, Jan. 15, 1938, p. 364. 
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II is sometimes urged that the refayment clause in 
loan contracts should be more flexible. 

Since the protective clause of past years proved generally in- 
effective unless supported by force, an alternative provision is 
sometimes suggested. It is suggested that loan contracts in the 
future should contain a waiver clause similar to that embodied in 
the contract covering the American loan to Britain of 1946, The 
waiver provision in that contract, in brief form, is as follows: The 
government of the United States will grant a waiver of interest 
payments in any year that, (a) the government of the United 
Kingdom finds a waiver necessary in view of international exchange 
conditions and the level of its gold and foreign exchange reserves } 
and (b) the International Monetary Fund certifies that Britain’s 
international income from domestic exports and international serv- 
ices of all kinds averaged less per year for the five preceding years 
than the yearly average for imports in 1936-38 — account being 
taken of changes in the price level, 

A cursory consideration of the probable results of including a 
waiver clause in foreign loan contracts raises a number of questions. 
Would the investor risk his savings in a government loan that 
anticipates a cessation of debt service in difficult years? That is, 
would the investor accept risks that ordinarily attach to the owner- 
ship of common shares unless his contract also contained a cor- 
responding promise of increased payments in good years? Would 
the terms of the contract prove sufficiently unequivocal to satisfy 
the lender as well as the borrower? Could the Monetary Fund, or 
some similar organization, obtain a sufficiently accurate measure 
of the debtor’s international position to serve the purpose in hand? 
With the loan contract providing a painless method of meeting 
the problem of debt service, could the debtor be relied upon to put 
forth the extra effort that might make actual payment possible in 
difficult years? Would the assistance rendeixd the borrower by the 
application of such a waiver perhaps redound to the benefit of the 
lender by markedly shortening the period during which interest 
payments were suspended? 
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These questions suggest that, in general, a waiver clause is im- 
practicable; it would usually prevent the flotation o£ loans in the 
private capital market — except in cases where the credit was in- 
dubitably good. 

II. APPRAISAL OF BUSINESS OPPORTUNITIES ABROAD 

The preliminary survey that precedes the investment of capital 
in a business or industrial enterprise located in a foreign country 
must cover many questions. The technical problems involved will 
vary with the character of the industry considered. Certain other 
questions will be raised in any appraisal of opportunities for 
developing the natural resources, industries, or markets of foreign 
countries. 

Account must he taken of physical factors 
af acting a proposed, direct investment. 

In the extractive industries, the gifts of nature are of major 
importance. Minerals can be extracted from the subsoil only in 
places where they have been formed by slow natural processes 
operating through the ages. Discovery of such mineral deposits in 
commercial quantities is the prerequisite for successful investments 
in oil or other mineral production, American companies have 
carried on a world-wide search to locate important occurrences 
of some minerals. The oil industry today employs thousands of 
geologists and geophysicists trained to search for and recognize the 
promise of oil. The Jarge metal-mining companies employ geologic 
prospectors and physicists to search for metallic ore bodies. 

Climatic conditions, soil, slope, and water supply may determine 
the success or failure of a plantation — rubber, sugar cane, banana, 
and other types. The topography of the land presents an important 
engineering problem to be considered in the planning of a railway 
and in estimating its operation cost. The market for goods offered 
by a sales organization located abroad will depend on many factors 
including climate. Even the quality of some manufactures — particu- 
larly textiles — is influenced by natural conditions. 

The number and quality of the available labor force may be the 
determining factor in the success or failure of a new enterprise. In 
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the hearings before a congressional committee investigating the 
possibility of developing an American-controlled supply of natural 
rubber in 1926, the discussion reverted again and again to the 
question of labor. The Philippine Islands were suggested as a 
promising location but according to the experts the Islands could 
not furnish the labor that would be required for a large plantation 
industry and would be unwilling to admit the requisite Chinese 
labor.^ 

A Firestone investigating party studying the possibilities of 
rubber production in Mexico and Central America reported that 
climatic and soil conditions were favorable and land plentiful, but 
the labor supply was inadequate.® A similar survey was made in 
Liberia by another Firestone party that . . explored hundreds 
of miles into the interior to determine the topography and suit- 
ability of the country for rubber growing and also to find out about 
the availability and condition of labor.”® In this case the report 
was favorable and a concession was obtained. 

Cosi and market factors should 
be carefully considered. 

In addition to the usual cost and market factors considered in 
choosing the location for a proposed new domestic enterprise, there 
are others that apply more specifically to the choice of a foreign 
location. For example, in discussing studies made in choosing a 
site for the Creole Petroleum Corporation’s new Venezuelan re- 
finery (built to comply with Venezuelan law), the president of the 
company 

. . . explained that it was essential that the new refinery be placed where 
it can . . . produce products fiom Venezuelan crude at a price that will 
make them strongly competitive in the world markets. This, he said, is 
vital since the output o{ this and other new lefinenes to be built in the 

‘Land laws also interfered. Cnide Rubber, Coffee, Etc, Heatings befoie the 
House Committee on Inteistate and Foieign Commerce, 69 Cong, i sess., pp. Z39, 
24.3-451 350' 

' The company was already opeiatlng a 35,000 acre holding in Mexico, where 
operations were intciiupted by the unsettled political situation. The same, p. 254. 

“ The same, p. 253. 
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country will greatly exceed Venezuela’s own needs, and the success of the 
refinery will depend, for the most part, on the demand for its products 
in foreign markets. 

According to company officials, selection of the site “followed nearly 
2 years of detailed study by civil engineers, doctors, refinery engi- 
neers, topographical crews, marine engineers, and petroleum 
economists. . . 

The size of the market to be served — which for many commodi- 
ties determines whether large-scale production methods can be 
employed — may depend on tariff legislation. The preferential tariff 
treatment that Britain gives to the dominions has attracted Ameri- 
can branch plants to Canada, considerably widening the market for 
goods produced there. The “import excise” tax that the United 
States collects on all copper and oil imports, handicaps the foreign 
production of these minerals by American companies. Although the 
law provides for payment of drawbacks on re-exports, the practical 
effect of the law has been to prevent American companies froim 
shipping their foreign output to their refineries in the United States 
and has increased the advantages to be gained from building refinery 
facilities abroad. 

Production costs may be reduced by laws that offer new enter- 
prises exemption from import taxes on machinery and supplies and 
various other attractions such as free building sites or free water or 
lights. Attention should be given to these offers and to the treat- 
ment that the government in question has accorded foreign in- 
vestors in the past. 

An example of the penalty that may be incurred by failure to 
take full account of the problems of cost and market is furnished 
by the brief history of the Harriman manganese concession. This 
concession at Tchiaturi in the U.S.S.R. was granted to the Har- 
riman firm on June 12, 1925 and was relinquished during the 
summer of 1928. A summary of the causes of the failure was pub- 
lished in the (January 10, 1928) 

'American Petroleum Interests in Foteign Countries, Hearings before a Senate 
Special Committee Investigating Petroleum Resources, 79 Cong, t sess., pp. 
394-9S- 
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and quoted in the annual publication of the United States Bureau of 
Mines, as follows:® 

While the recent dissolution by mutual agreement of the Harriman 
manganese concession (supposed to run for 20 years fiom the date of 
signatuie in 1925) was not accompanied by any definite accusations of 
bad faith from either side, the explanations for the failure of the conces- 
sionaire and by the Soviet Economic authorities naturally show a ceitain 
degree of variation. Representatives of the Harriman firm at various 
times have offered the following reasons for the failure of the concession 
to work satisfactorily: 

1. After obtaining what was regarded in anticipation as practically a 
monopoly contract for the production and export of Russian manganese, 
the Harriman firm found itself handicapped by the vei'y rapid develop- 
ment of the hitherto neglected manganese field iit the vicinity of Nikopol, 
in southern Ukraine. With the technical cooperation of the German firm 
of Rawack & Griinfeld, the exports from Nikopol began to develop so 
rapidly that they competed with the Tchiatun manganese on the Euro- 
pean markets. 

2. The Harriman firm was handicapped in its competition with 
Nikopol and other manganese exports because it was subject to a levy of 
$3 a ton for manganese and for higher sums for other minerals. 

3. The demands of the local trade unions for housing and other social 
welfaie expenditures were excessive, and the local courts showed little 
disposition to protect a foreign concessionaire against demands of Russian 
(or Georgian) tiade unions. Special complaint was made in regard to a 
case in which the dockers of Poti, the port of shipment of the Tchiaturi 
manganese, according to the Harriman version of the story, lefiised to 
abide by the terms of a collective agreement which their union had con- 
cluded. 

4. A deciee passed by the Soviet Government last March prohibiting 
the importation of roubles into the country greatly raised the woiking 
costs of the concession by making it impossible to continue the practice 
of buying roubles in near Eastern countries at rates consideiably below 
the official one. 

From this statement it appears that the preliminary survey made 
by the Harriman firm had not been sufficiently thorough and 
realistic. Apparently it had anticipated having practically a monop- 

^ Mineral Resources of the United States, igzS (1931), Pt. i, pp. 246-47. See 
also, the same, sgis, pp. 163-65 and 1927, p. 196. 
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oly position in the Russian export market, and therefore a com- 
manding position in the world market for manganese. But it also 
appears that the agreement covering the concession did not promise 
that the neglected Nikopol field would remain undeveloped. 
Legally, therefore, the Soviet was free to develop this competitive 
ore body. 

The attitude of the Russian courts toward labor demands that 
increased production costs was discouraging for the concessionaire, 
but seems to have been consistent with the earlier position of the 
Soviet government toward foreign capital, and probably should 
not have been altogether unexpected. Finally, the prohibition 
against further imports of rubles bought below the official rate 
undoubtedly increased production costs, but it was one not directed 
toward any particular concession and was one well within the legal 
rights of the Soviet government. A more careful study of the pos- 
sible difficulties ahead probably would have prevented the launch- 
ing of this mining enterprise. 

The lams governing foreign investments should 
be studied and local attitudes considered. 

The laws, general and special, under which an enterprise is in- 
corporated are of great importance to its success. The character of 
the laws that affect the migration of business enterprise across na- 
tional boundaries has been considered in Chapters VI and VII. In 
the main, such laws have as their primary purpose the protection 
and advancement of national well-being in the receiving country, 
but in pursuit of this objective they may offer attractions or obstacles 
to the entry of foreign-controlled capital. 

Many countries require foreign business enterprises that operate 
within their borders to incorporate locally, thereby making their 
operations subject to local law and local courts. For example, the 
Mexican subsidiaries of American oil companies that were operating 
in Mexico prior to expropriation were incorporated under Mexican 
law, and the decision of the Supreme Court of Mexico regarding 
expropriation was accepted as final. 

Some governments, particularly in Latin America, have written 
into their constitutions, statutes, and concession contracts the require- 
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ment that concessionaires will agree not to call on their own govern- 
ments to intervene diplomatically in case disputes arise over the 
interpretation and observance of the terms of the concession con- 
tract. For violation of this agreement the penalty imposed is for- 
feiture of the concession. 

Legal provisions of this kind are called Calvo clauses, taking the 
name from the great Argentine jurist, Carlos Calvo, who advanced 
the doctrine that no nation ought to intervene diplomatically or 
otherwise against another to enforce the private claims of its citi- 
zens. The declared purpose of these laws is to protect the sov- 
ereignty and independence of the states whose doors are open to 
foreign concessionaires. 

The United States as a rule has not interfered with the rights of 
foreign ‘governments to decide what concession terms they will 
grant to American concession seekers and will not demand that 
privileges denied in the concession contract shall later be granted. 
Also it has been the policy of the United States to refuse to inter- 
fere in ordinary cases where difficulties arise between a foreign 
government and an American investor. The exception is the case 
where a foreign state has “grossly violated” the rights of the 
investor. In that event the United States— also Great Britain and 
Germany prior to World War I — has held that “the individual 
alien cannot contract away the right of his government to intervene 
in his behalf.”” That is to say, the governments of these countries 
have not considered themselves bound by the terms of the Calvo 
clause If intervention appears to be necessary for preventing denial 
of justice to their nationals abroad. 

It is often suggested that companies operating In foreign coun- 
tries can assure themselves against discrimination by encouraging 
residents of the country concerned to participate in the ownership 
and control of their enterprise. “Mixed” companies, in which there 
is a real community of Interest between foreign and domestic 
capital, are likely to get a more friendly reception than companies 

" Charles P. Howland, Survey of American Foteign Relations (1931), p. 287; 
Edwin M. Borcliaid, Tiie Diplomatic Protection of CtU%ens Abroad (1927), 
pp. 792-816; Benjamin H. Williams, Economic Foreign Policy of the United 
States (1929), pp. 104-08. 
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entirely under foreign control. In Europe Standard of New Jersey 
took account of this fact by buying into older capitalistic enterprises 
in a number of countries and letting the former owners keep an 
equity in the business. The International Telephone and Telegraph 
Co., which operates in many parts of the world, has consistently 
endeavored to minimize its risks by selling its securities in the 
foreign countries where it operates. 

However, such sharing of control does not always appear to be 
desirable. A parent company that has made a large investment in 
developing its technical and scientific processes may not wish to 
invite foreign participation in financing a subsidiary that requires 
only a relatively small capital outlay for plant and equipment. In 
South America Standard of New Jersey has not been able to follow 
the policy adopted for Europe. There have been no 'existing 
domestic oil companies available for purchase, and Standard does 
not believe it practical to turn over a share of management and 
control to the governments of South American countries or to South 
American capital. In lieu of this it has sent some of the nationals 
of those countries to the United States to educate them for re- 
sponsible positions in the company.^® 

Employment of local residents for as many important positions 
as possible is another way in which foreign enterprises establish 
a community of interest with the local population. In the countries 
of Latin America, the Middle East, and the Netherlands East 
Indies, American oil companies have trained nationals to take 
skilled positions in shops, field, and offices. They report that in 
Peru, Colombia, and Venezuela, virtually all well drillers, shop 
men, pump station operators, and similar positions were held by 
citizens of those countries who have been educated and trained by 
the companies. In 1944 American oil companies had a total of 
67,000 employed in all foreign produdng countries, exclusive of 
Europe, of which 63,000 were foreign nationals. Of the latter 
about 1 1,000 were employed in supervisory and technical capacities. 
This number included 992 geologists, engineers, doctors, and other 
scientific and technical employees.’^^ 

^’‘Fortune, June 1940, p. 107. 

^'American Petroleum Intetests in Foreign Countries^ Hearings, pp. 257, 271. 
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Socony-Vacuum employed a unique method of enlisting the co- 
operation and good will of the people of the Orient. This has been 
described in Fortune as follows 

The cornerstone of Socony’s house [in India, China, Japan, and 
Korea] is its “contract system.” Socony does not sell keiosenc whole- 
sale; it sells it direct to the ultimate native consumer. Now it is out of 
the question for the company to hue platoons of young Americans and 
send them through the length and breadth of India selling cupfuls of 
kerosene to native housewives. Some native storekeeper in each village 
must act as Socony agent on a commission basis. But India’s back coun- 
tiy is as complex as it is vast, natives are shrewd bargainers, and there 
IS no Biadstreet to rate their financial standing. How to guard against 
loss from unscrupulous agents? Socony protects itself by a system which 
no other company has been able to use. To become an agent, a native 
must deposit with the company cash or collateral to the value of the oil 
he receives. So successful is this that Socony’s losses from bad debts are 
considerably less in the Orient than they are in New England. . . . 
Travelers report that Socony seems to have more power in China than 
the government itself. 

Lack of courtesy toward the nationals of a foreign country in- 
creases the resentment that may arise against a company that is 
“making big profits” from exploiting the natural resources of the 
country, while courteous treatment begets good will. The fol- 
lowing story will illustrate; 

Plying back and forth on China’s long Yangtze-kiang are many liver 
steameis, some run by Chinese, most by the foreign devils. As they plough 
their way up river against the rushing stream, these steamers constantl)’’ 
meet frail sampans loaded to the gunwales with silk from the back coun- 
try. Unless the steamer slows down, her backwash gives tlie sampan a 
good rocking, sometimes capsizes it. But slowing down is a lot of trouble 
for the captain and engineei, so they pay no attention to the sampans 
beyond a few curses if one gets in their way. This may have something 
to do with the bullet holes that pepper the supei-stnictures of these 
Yangtze-kiang steamers. Or it may be merely the bandits. Now Socony 
runs a shallow-draft steamer up the Yangtze-kiang, 500 miles up river, 
with a load of kerosene for Chinese lamps and pet haps a little gasoline 
for a stray European motor car. . . . Her skipper is a jovial Italian from 
Brooklyn, and he makes a point of slowing down whenever he meets 
a sampan. His boat has never been fired on in all its trips up the river.’'’ 

f 01 tune, March 1931, p. 43. 

"The same, p. 134. 
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What responsibility does a foreign enterprise 
owe to the receiving country? 

A business concern that crosses international boundaries to start 
operations in a foreign country incurs many responsibilities to the 
government and people of the receiving country. Some of these 
are set forth in the laws of the country, in the company’s charter 
of incorporation, and in the concession contract if such a contract 
exists. Others are of a moral and ethical character, not set forth 
in any document, and in many cases not clearly distinguished from 
responsibilities that the state and local governments of the area 
should assume. 

The payment of taxes and royalties is clearly a legal responsi- 
bility of foreign companies and provides an important source of 
income for many governments. Reports from 1 1 American oil com- 
panies representing roughly 93 per cent of the total American 
investment in foreign oil, showed that in the five years 1935-39 
their payments of taxes and royalties to foreign governments 
amounted to 3.1 billion doJlars.^^ 

The fixing of wage scales is a task that must be faced by any 
organization and, in case a very large labor force is employed 
in an undeveloped country, provision must be made for furnishing 
housing, medical care, educational facilities, and other social serv- 
ices. Finding the wage rate that will prove generally satisfactory 
may be difficult. The usual cause for dissatisfaction is that the rate 
is too low and there is discrimination against native workers.^ 
Even in Mexican oil, where wages were far above those in native 
industries, the refusal of demands for higher wages was one of the 
many causes leading to expropriation. However, objections are 
sometimes raised that foreign companies are causing economic dis- 
location by their high^age policies. This occurred in the develop- 
ment of Venezuelan oil. Because the companies paid substantially 
higher wages than other industries, government officials complained 
that many people were leaving the farms to the detriment of agri- 
culture. The company replied that they could not have satisfied 
their conscience if they had adopted the wage rates paid in some 

American Petroleum Inlet ests in Foreign Countries^ Hearings, pp 255-426. 

’'The wages and welfare problems of companies operating in Africa aie con- 
sicleied by Lord Hailey, An African Survey (1938), pp. 672-92, 1180, 1369. 
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farming communities and fishing industries from which they re- 
cruited labor.^° 

To house their workers, the big companies producing foreign oil, 
sugar, rubber, copper, and various other raw materials, have built 
up what are practically self-sufficient communities. They have also 
built the transportation (railroads and highways) and communica- 
tion facilities that connect them with the outside world.^’' Two 
American-owned oil companies reported that their capital expendi- 
tures of this kind had totaled 36.6 million dollars in Venezuela 
alone, while their operation costs for these facilities amounted to 
more than 10 million dollars in the single year 1944. 

The problem of sharing with the civil authorities the responsi- 
bilities for maintaining law and order is likely to arise in these 
self-contained communities. The usual solution is that government 
officials take charge of administering the law inside these company 
towns as well as outside. The American companies assume police 
authority temporarily if they “see things are getting out of hand.” 

Many industries find that by promoting the economic, social, 
and cultural welfare of a country they also improve their own 
position. One oil executive commented as follows^®: 

... the cost of living in Venezuela is very high, and it has been brought 
about, we think, largely because of the fact that they don’t have satis- 
factory transportation to market the products that can be grown in the 
country. 

So we think a good transportation system all over the country would 
in turn lower the cost of living and would save the company a substantial 
amount of money in that respect. 

. . . We are required by law to build a certain number of hospitals. 
Even if we weien’t we would proceed with the program which we are 
following. 

... We know from the statistics compiled that a man today can do 
considerably more work than he could formerly, and we think that is 
largely due to the fact that we have helped to take care of him physicall}^. 

Antertcan Petroleum Interests in Foreign Countties, Hearings, p. 6o. 

’’An inteiesting story of the way this kind of responsibility was handled by 
the Tata industiies of India, under the management of an American engineer, 
is told by John L, Keenan, A Steel Man in India (1943). 

^American Petroleum Interests in Foietgn Countries, Healings, p. 272 
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The very importance of the contribution that foreign companies 
make to the financial, employment, and other resources of the re- 
ceiving country is a cause for concern. This is of particular im- 
portance if the foreign company is engaged in an industry based on 
the exploitation of a wasting asset. What will happen to the country 
if and when its natural resources are exhausted or if world demand 
is considerably decreased by the competition of some new substi- 
tute^ This is a responsibility that a foreign company is not likely 
to accept — although in Chile, American and British capital con- 
tinues to share responsibility for rehabilitating the nitrate industry. 
In general, however, the problem is one that must be faced by the 
foreign government concerned. By husbanding its receipts of taxes 
and royalties and using them in the development of new industries 
appropriate to its resources, it can prepare for the changing con- 
ditions ahead. 

Large enterf rises o-perating abroad are the unofficial 
representatives of their own government. 

To assure themselves of the support and protection of their own 
government in case of need, American companies operating in 
foreign countries must inform themselves regarding the political 
and commercial policies of their own government. To make sure 
that they will be in a position to request diplomatic protection if 
necessary, they also must endeavor to keep the Department of 
State advised concerning their activities and programs. In this 
way they become in a sense the unofficial representatives of their 
own government. 

The responsibility of the American company abroad extends also 
to the men and women it sends to foreign countries. These men 
and women, from the top executive to the lowliest employee in the 
foreign field, are likely to be accepted as representing the typical 
American attitude and point of view toward foreign governments 
and their nationals. The story of the Brooklyn skipper on the 
Yangtze River (p. 183 above) is an example of a successful diplo- 
mat in an unofficial capacity. 



PART III 

THE UNITED STATES GOVERNMENT 
IN RELATION TO FOREIGN INVESTMENTS 




The third and last division of the study reviews recent activities 
and policies of the United States government having a bearing 
on the problem of American foreign investments. In general the 
discussion shows that the policies of the government long have 
favored the foreign investment of private American capital, al- 
though there have been occasions when particular investment pro- 
posals were frowned upon. More recently the government’s own 
activities as a lender have had a dual effect on the investment 
abroad of private capital. 

The intergovernmental loans and grants extended by the United 
States during and since World War II tend to discourage as well 
as to promote private investment. The financial aid thus extended 
(to speed the end of the war and the resumption of normal condi- 
tions) amounts to a tremendous total, considerably larger in fact 
than the 1938 total of the international loans and investments of 
all countries, exclusive of the intergovernmental loans resulting 
from World War I. By aiding world recovery, the continuing 
flow of funds promotes conditions that normally would encourage 
a resumption of private investment operations. At the same time, 
however, it interferes with the resumption of private investment— 
partly because the sums advanced by the government are much 
larger than could be supplied by private investors, but also because 
of the easy and flexible terms on which government grants are 
made. 

Since the war the government has given special attention to the 
problem of encouraging private capital to go abroad. It has par- 
ticipated in the World Bank, and in international conferences 
whose purpose was to write agreements aimed at breaking down 
barriers to world trade and investment. More recently the gov- 
ernment included in the Economic Co-operation Act a provision 
guaranteeing the transfer of earnings on approved investment proj- 
ects and transfer of sums received in repayment for such projects. 



CHAPTER IX 


THE UNITED STATES GOVERNMENT AS 
FOREIGN LENDER 

Following the outbreak of World War II the government of 
the United States necessarily assumed a dominant role in the 
international trade and financial transactions of the country. It 
was imperative that all-out aid should be furnished the allies, and 
the question of dollar costs was relatively unimportant so long 
as a maximum contribution to the war effort was achieved. The 
flow of goods abroad was impressive, and without question was 
a significant factor in the winning of the war. Since VJ-day, aid 
to foreign countries has continued — in the foi'm of loans and also 
grants-in-aid. The present chapter will indicate the extent of the 
war and postwar aid thus supplied by the United States to foreign 
governments, the efforts made to co-ordinate the government 
agencies concerned with the problem of intergovernmental war 
loans, and will take stock of current plans for continued govern- 
mental loans and grants to countries in need of aid for recon- 
struction and development purposes. 

I. “LENDING” AGENCIES AND COMMITMENTS 

Acting through many agencies, the government furnished allied 
and friendly nations with supplies and services directly or indirectly 
required for the prosecution of the war. By far the greater part 
of such goods was furnished under the easy terms of lend-lease 
agreements, but the government facilitated the flow of goods in 
various other ways: by extending credits through numerous gov- 
ernment agencies, by financing foreign development projects, and 
by building military and nonmilitary installations abroad.^ VJ-day 
brought a virtual cessation of “straight” lend-lease. However, the 

These instalLitions included harbors, highways, and other transportation 
facilities, storage depots, camps and barracks, hospitals, agricultural and mining 
developments, and various other projects. 
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government continues to provide other types of contributions and 
loans to assist in the relief, reconstruction, and development of 
foreign countries. 

Under lend-lease and sur-plus disposal agreements^ billions 
of dollars of suf flies have gone to the allies. 

In March 1941 the Lend-Lease Act became law, with an initial 
budget of 7 billion dollars for aid to foreign governments. When 
its operations under the original terms were brought to an end 
in accordance with the President’s declaration of August 21, 1945, 
such aid supplied and accounted for was reported at the tre- 
mendous total of about 48.6 billion dollars. Additional aid rendered 
through lend-lease channels since VJ-day (and a downward re- 
vision of the earlier report) has raised the total to 50.2 billions.^ 

By far the greater part of this huge amount has been canceled 
by the settlement agreements arranged with the various recipient 
governments, with no payment in cash or kind required. However, 
there have been offsetting receipts of reverse lend-lease aid, some 
payments in cash, and some agreements to pay m the future for 
lend-lease aid furnished since VJ-day and for VJ-day inventories 
in the hands of civilian agencies of foreign governments. In all, 
the various types of repayment to the United States total about 
1 1.4 billion dollars, as follows: reverse lend-lease, 7.8 billion dol- 
lars} cash payments by foreign governments for articles received 
under lend-lease, 1,5 billions} agreements covering payments to 
be made in the future, 1.4 billions} and transfers to United States 
agencies of goods originally procured with lend-lease funds, 726 
million dollars.'* 

Closely akin to postwar lend-lease is the sale (by the Foreign 
Liquidation Commissioner) of United States government property 

“ Twenty-T hird Refort to Congress on Lend-Lease Operations for the Pertod 
Elided Septembet 50, ipi6, p. 27; Twenty-Fifth Report . . . for the Peiiod 
Ended June 30, p. 8. VJ-day -was Sept, 2, 1945. 

"The same, pp. S, 66, 76; U S. Department of Commeice Clearing' Office for 
Foreign Transactions, Foreign Credits, Dec. jt, 1947 (Api. i, 1948), p. 5, The 
figures given here are as of June 30, 1947. They are subject to change since some 
of the lecipients of lend-lease have not yet arranged agreements covering their 
accounts. 
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located in foreign countries. In fact responsibility for both types 
of transactions has been delegated to the same office. Down to 
December 31, 1946 dollar-credit agreements arranged by this 
officcj or authorized and in process of negotiation, with foreign 
governments for purchase of United States surplus property, 
amounted to 1.7 billion dollars, covering goods valued at 7.4 
billion dollars. Sales by the Army and Navy raise the amount 
realized from the disposal abroad of American surplus property 
to 1.8 billion dollars (with an original value of 7.6 billions). Addi- 
tional supplies valued at 1.4 billion dollars have been declared 
surplus and remain to be sold. At the end of December 1947, 
credits extended by the United States government for financing 
surplus property sales abroad stood at 988 million dollars, and 
commitments under intergovernmental agreements called for ad- 
ditional credits of 260 million dollars when delivery of goods is 
completed.'* 

The U. S. Maritime Commission was made the agency for 
ship disposal by the Surplus Property Act o^ I944- On December 
31, 1947 credits granted foreign governments in connection with 
the sale of ships amounted to 207 million dollars (including 164 
millions on which deliveries had been made and 43 millions to be 
delivered in the future).® 

The RFC has aided in -financing foreign 
governments during and since the war. 

Early in the third quarter of 1941 the Reconstruction Finance 
Corporation, acting under a recent amendment,® agreed to loan 
up to 425 million dollars to the British government against the 
deposit of British-owned American securities and investments. The 
loan was to run 1 5 years at 3 per cent. Only 390 million dollars 
of this loan were used by Britain and by December 31, 1947 

* Department of State, Office of Foreign Liquidation Commissioner, Repoif to 
Congress, January 1947, pp. 8, lo; TJ.S. Department of Commerce, Clearing 
Office for Foreign Tiansactions, Foieign Credits, Dec. 31, 1947, p. 5. 

“ The same. 

“Sec. 4, 55 Stat. 248, 249 (approved June 10, 1941) amending sec. 5d of the 
Reconstruction Finance Corporation Act. As amended, the law permits loans to 
foreign governments provided American securities are deposited as collateral. 
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repayments had reduced the amount outstanding to 178 million 
dollars. 

On August 7, 1946 Congress authorized the RFC to lend 75 
million dollars to the Philippines, the loan to bear interest at 2 
per cent and to mature January r, 1952." By the end of 1947 loans 
made under this authorization amounted to 70 million dollars, of 
which ro millions had been repaid. A 5 million dollar loan to 
Canada was also authorized and outstanding on the books of the 
corporation at the end of 1947. . 

Foreign loans to a total of 22.2 million dollars were also ex- 
tended by the OlEce of Defense Supplies and the United States 
Commercial Company (agencies that were transferred to the RFC 
in 1945) of which 3 millions were still outstanding on December 
31, 1947- 

Cash advances against future delivery of commodities 
have 'provided foreign countries with dollars. 

The United States government has made cash advances to for- 
eign governments, through the agency of RFC corporations and the 
Department of Agriculture against commodities that were bought 
abroad. In the aggregate such advances amounted to some 1,006 
million dollars. At the end of 1947, some 37 millions were still 
outstanding. That is, 37 million dollars had been paid in advance 
for foreign goods not yet received in the United States. Purchases 
of another 13 millions of goods had been arranged, but advance 
payments to foreign exporters had not yet been made.® 

Congress authorized a sizable Treasury 
loan to China in 1942 . 

By a joint resolution of the Senate and House, financial aid 
amounting to 500 million dollars was made available to China early 

^ New York Times, Mar. 7, 19+7. 

*U. S. Depaitment of Commerce, Clearing Office foi Foreign Ti ansactions, 
Foreign C/edhs, Dec. 31, 1947. These tiansactions covered only a relatively small 
part of the government’s foreign procurement program. The RFC agencies in- 
volved were the Office of Defense Supplies, Office of Metals Reserve, Rubber De- 
velopment Corporation, U. S. Commeicial Company. They also include some 
commitment made by the Departments of State and Tieasuiy. 
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in 1 942, and funds in the Treasury of the United States were ap- 
propriated for this purpose. Terms of settlement were left for con- 
sideration after the war. This credit was fully used by the end of 
1945.“ 

Foreign lending by the Exfort-Imfort Bank 
bulked large in the first fostwar year. 

This lending agency of the government was created early in 
1934, to “aid in financing and to facilitate” the foreign trade of the 
United States. This purpose was similar to that pursued in various 
ways by many foreign countries — Sweden, Germany, France, Eng- 
land, Belgium, Poland, and Japan— -where governments were ex- 
tending credits and state guaranties in one form or another to aid in 
maintaining and increasing their foreign trade. 

As the work of the Bank has expanded, the limit set on the 
loans and obligations it might have owing to it at any one time has 
been raised. In 1940 this limit was increased from 200 million dol- 
lars to 700 millions, and the scope of the Bank’s operations was 
broadened to include assistance “in the development of the re- 
sources, the stabilization of the economies and the orderly market- 
ing of the products of the countries of the Western Hemisphere.’”^’- 
Again in 1945 the Bank’s area of operations was enlarged: (i) 
The limit on its outstanding loans and guaranties was raised from 
700 million dollars to 3.5 billions. (2) The prohibition against 
loans to governments in default on war debts was removed as 
regards loans by the Bank and also participation of private per- 
sons in "such Bank loans.’® In March 1946 President Truman 
endorsed a recommendation that the limit should again be raised — 
this time to 4.75 billion dollars, but Congress took no action on 
the question.’® 

°56 Stat. 82, 89 The loan was authoiized on Feb. 7, 1942, and funds were 
appropi iated five days later. Annual Refort of the Secretary of the T 1 eastiry, 
June 30, 1946, p. 430 

“Export-Import Bank of -Washington, Annual Report, 1936, p. 75 1937, p. 4. 

“The same, 1943, p 1. 

“ Export-Impoit Bank of Washington, First Semiannual Refort to Congiess, 
July-December 1945, p. 9. 
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At the end of 1947 the outstanding loans of the Bank totaled 
1,971 million dollars, commitments, 1,032 millions j or a total 
of 3,003 millions. The uncommitted portion of the Bank’s 3.5 
billions of lending authority was therefore 497 million dollars.” 

A “sfeciaV’ loan was arranged 
for Britain in 1946. 

Under an agreement arranged between the two governments, 
the United States has extended to the United Kingdom a line of 
credit of 3.75 billion dollars which can be drawn upon until De- 
cember 31, 1951. This agreement came into force when signed 
by the President of the United States on July 15, 1946, having 
previously been passed by the British Parliament and the Con- 
gress. The terras of the loan call for repayment in 50 annual in- 
stallments beginning 1951. The amount to be paid each year will 
be 120 million dollars — including payment on principal and in- 
terest at 2 per cent.’® At the end of 1947 Britain had used 3,450 
million dollars of this credit, so that future commitments of the 
United States under this agreement stood at only 300 million 
dollars. 

Early in 1946 Congress authorized a 
grant-in-aid to the Philif fines. 

Under the Philippine Rehabilitation Act passed April 30, 1946, 
Congress approved a grant to the islands in excess of 620 million 
dollars (for which they will not be required to make payment). 
This total is made up of the following items: 400 million dollars 
for payment of war damage compensation j 100 million dollars to 
be transferred in the form of surplus property} 120 million dollars 
for the reconstruction of public roads, port and harbor facilities, 
public property, and essential public services.’® By the end of 

“Export-Import Bank of Washing-ton, Fifth Semtanmial Re fort to Congiess, 
July-December 194.7, pp. 2, 36. Included in the total is the 328-million-dollar 
paiticipation of private “agent banks” — ^loans for tvhich the Bank has a contingent 
liability, and which therefore apply against the statutory limit of the Bank’s 
loans and credits 

“ This loan — and also the loan airanged in connection with the lend-lease 
settlement — provides for a waiver of interest-payment in adverse years. 

60 Stat, 128. 
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1946, the sums turned over to the Philippine government under 
the act amounted to 89 million dollars, increased to 209 millions 
by the end of 1947.^’ 

Through UNRRA and the War and Navy Defartments, the 
government farticifated in foreign relief work. 

The United Nations Relief and Rehabilitation Administration 
was organized in November 1943 as an emergency organization 
whose purpose was to save the lives of war victims and to help 
these people become once more useful working members of society. 
From March 28, 1944, when the President signed the joint resolu- 
tion of Congress authorizing appropriation of funds for this or- 
ganization, to early 1946, when the final supa of 465 million dol- 
lars was appropriated, the United States government had con- 
tributed 2.7 billion dollars for UNRRA’s operating and adminis- 
trative costs. Contributions of the other 47 member governments 
brought the total furnished by all governments to 3.7 billion 
dollars.^® These sums were of course furnished as gifts — not loans. 
By the end of July 1946 the great bulk of the funds thus made 
available had been committed to procurement agencies for the 
purchase of supplies. Actual shipments (and payment by UNRRA) 
necessarily lagged behind commitments and have continued during 
the fiscal year 1947.^“ 

Relief supplies furnished to liberated and occupied areas by 
the War and Navy Departments from July i, 1945 to the end 
of 1947 are estimated at about 1.8 billion dollars. These are in 
addition to supplies furnished through UNRRA. From January 

office of Foieign Liquidation Commissionei, Report on Foreign Dtsposal, 
Januaiy 1947, pp. 17-29; U.S. Philippine War Damage Commission, First Semi- 
annual Report jot Peiiod Ending December 31, 1946, p. 8; State Department 
Press Release, Dec. 12, 19+6. Survey of Current Business, March 1948, p. 22, 
The 50 millions of suiplus pioperty disposal accounted for here are not included 
in the sales of surplus propeity consideied on p 191 above. 

United Nations Relief and Rehabilitation Administration, Report of the Di- 
rector General to the Council for the Period i April 1946 to 30 June 1946, p. 97. 
Contributions fiom nongovernment sources added 6.4 million dollais to UNRRA’s 
resources. Of this amount, 94.5 per cent came from the United States. 

® Actual shipments to the end of June 1946 accounted for only 1.7 billion 
dollais of the 3 7 billions paid or made available to UNRRA. The same, p. 43. 
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I, 1940 to the end of 1947 the total amounted to roughly 2.8 
billion dollars.™ 

The United States is a member of the Bret ton 
Woods Monetary and Financial Institutions. 

In July 1944 delegates from 44 countries met at Bretton Woods 
(New Hampshire) to work out plans for dealing with the world’s 
monetary and financial problems. Proposals were formulated for 
the establishment of two institutions: (i) a stabilization fund for 
establishing a stable and orderly system of international currency 
relations; and (2) an international bank for postwar reconstruction 
to provide loan capital for economic reconstruction and develop- 
ment. Some of the countries represented at the Bretton Woods 
Conference have not yet become members of the Bank and Fund, 
while the present membership includes some countries not rep- 
resented at the Conference. 

For financing the operations of the Fund, each member was 
assigned a quota — on which payment became due in most cases by 
the end of 1946 or early 1947. As the membership of the Fund 
stood in September 1946, the aggregate amount of the quotas 
agreed on was 7,524 million dollars.”^ Of this amount, 2,750 
million dollars, or I'oughly 37 per cent, represent the quota of the 
United States. 

The Bank will be financed by the issue of capital stock available 
for subscription by members only. Its authorized capital stock is 
10 billion dollars, of which 8,224.5 million dollars had been sub- 
scribed on July I, 1947. Of the 8,224.5 million dollars subscribed, 
the United States accounted for 3,175 millions, or 38.6 per cent. 
Calls on subscriptions — in accordance with the Articles of Agree- 
ment of the Bank — have amounted to 20 per cent of subscriptions. 
Accordingly, the United States has now made payments to the 

“ Nathaniel Weyl, “U S. Financial Assistance in World Reconstruction,” 
Foreign Commerce Weekly, Feb. i, 1947, pp 4, d; Survey of Current Business, 
Maich 1948, p 22, table 7; and other official data. 

” Quotas had not been agreed upon for the 4 countues seeking membership, 
nor for i country (Iran) that was requesting an increase in its quota. Depaitment 
of State, Bulletin, Oct. 20, 1946, p. 706. 



V. S. GOVERNMENT AS LENDER 


198 

Bank totaling 635 million dollars. The remaining 2,540 millions 
of the United States government subscription is subject to call if 
defaults “on loans made, participated in, or guaranteed by the 
Bank” make such calls necessary. 

In July 194'/ Congress affrofriated funds 
for furnishing aid to a number of areas. 

On March 12 President Truman, at a joint session of Congress, 
asked that 400 million dollars be appropriated for Greece and 
Turkey. He also called attention to a request he had made a few 
weeks earlier for a grant of 3 50 million dollars for relief in Eu- 
rope, and noted its bearing on relations with Russia. Accordingly, 
a bill authorizing aid to Greece and Turkey became law in May 
1947. However, it was not until the following July that Congress 
appropriated the necessary funds for these various relief projects. 

The total amount appropriated was $1,403,024,900, itemized 
as follows: 

Aid to Gieece . $300,000,000 

Aid to Turkey . . . ... 100,000,000 

Grant foi “direct lelief” , 332,000,000 

Giant for government and relief in Germany, Japan, and 

Korea .... 600,000,000 

Participation in the Inteiantional Refugee Organization 7 1,024,900 

Originally the grant for direct relief had been put at 350 million 
dollars and our share in the International Refugee Organization 
at 75 millions. These figures were pared down because countries 
in the Russian zone were definitely excluded from obtaining a share 
of these funds. Of the total amount appropriated, some 876 million 
dollars had been paid out by the end of 1947, leaving 527 millions 
of grants-in-aid to be paid out in the future. 

In summary, the paragraphs given above show briefly the ex- 
tent and purpose of the foreign contributions, loans, and financial 
commitments of the United States government for the prosecution 
of the war and the restoration of peace. They are summarized in the 
table on page 199, with the accounts brought down to the end of 
1947, While the reports of some agencies are still incomplete, the 
greater part of the amounts involved are accounted for. 
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It will be seen from the table that by December 31, 1947, the 
United States government had made foreign loans and invest- 
ments of various kinds to a total of 11.6 billion dollars. Com- 
mitments for the future in connection with membership in the 
World Bank, a Treasury loan to Britain, and the unused portions 
of other loans and credits amounted in all to 4.3 billion dollars. 
Contributions freely furnished foreign governments (with no 


Aid to Foreign Governments from the United States Government 
Loans, Other Investments, and Grants, January 1941-December 31, 1947 
(Figures are given in millions) 


Agency 


Lend-Lease — war and postwar 
Property sales: 

sperty . . 


RFC loans: 

United Kingdom . . 
Canada . . 
Philippines 


Financial aid to 

Export-Import Bank loans 
Treasury loan to Britain 
Philippine rehabilitation 
UNRRA . , . . 

Civilian supplies distributed by Army 
and Navy. 

Bretton Woods Institutions: 

Fund 

Bank ... ... 

Congressional appropriation of July 

1947» 

Interim aid bill passed December 19, 
1947”. .. 

Total 


Loans, Credits, and 
Other Investments 

Contributions 
and Grants 
(Repayment not 
required) 

Amount 

Out- 

standing 

Commit- 
ments 
for the 

Amount 

Dis- 

tributed 

Commit- 
ments 
for the 
Future 

1 1,324 

$ 95 

138,800“ 

$ - 

988 

260 

_ 

_ 

164 

43 

— 

— 

178 

35 

- 


60 

1 

- 

- 

37 

13 

_ 

_ 



500 


1,971 

1,032 



3,450 

300 





209 

411 

— 

— 

2,700 

— 

- 

~ 

2,800 


2,750 


_ 

_ 

635 

2,540 

•— 

— 

- 

- 

876 

527 

- 



597 

«H1,S6S 

$4,318 

145,885 

$1,535 


* In excess of offsetting' payments and reverse lend-lease received by the United 
States. 

Some of the funds provided by this appropriation are also included in “Civilian 
Supplies Distributed by Army and Navy.” 

“ See p. 215 below. 
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repayment required) amounted to 45.9 billion dollars. In addi- 
tion relief commitments for the future amounted to 1.5 billion 
dollars. 

The grand total of funds and goods already furnished to foreign- 
ers to aid in the prosecution of the war and the restoration of peace 
from January 1941 to the end of 1947, together with the commit- 
ments then outstanding, amounted to 63.3 billion dollars. In 1948 
more than 6 billions were appropriated for the first year of the Mar- 
shall Plan (considered on pages 212-18 below), and 1.3 billions for 
occupied areas. This will increase the total to well over 70 billion 
dollars. If wartime lend-lease is deducted from this total the remain- 
der still stands at a large figure — roughly 3 1 billion dollars. 

In addition to the various loans and gifts furnished by the 
government, private individuals, charitable organizations, churches, 
and relief groups transmitted money, foodstuffs, clothing, and 
other items to foreign countries. In the single year 1946 the 
over-all total of such gifts was 722 million dollars, and 859 mil- 
lions in 1947, or 1,581 million dollars in two postwar years.^^ 

II. THE CO-ORDINATION OF GOVERNMENT LENDING 

In the earlier years of the war, when victory still lay far ahead 
in the future, little or no attempt was made to co-ordinate the work 
of the many government agencies that shared responsibility for 
extending financial assistance to foreign governments. In fact such 
co-ordination might even be lacking with regard to the various 
parts of a single foreign-assistance program. The administration 
of lend-lease is an example. But as the end of the war came in 
view and since VJ-day, efforts have been made to adjust and 
harmonize the programs and functioning of the various lending 
agencies of the government. 

Mmy unrelated agencies ■partici-pated 
in lend-lease spending. 

Under the Lend-Lease Act direct responsibility for its adminis- 
tration was given to the President. However, the act specified that 
the President might authorize the procurement and transfer of de- 

^ Foreign- Commerce Weekly, Mar. 20, 194.8, p. 3. 
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fense articles or defense information by the Secretary of War, the 
Secretary of the Navy, or the head of any other department or 
agency of the government. Master agreements with nations re- 
ceiving lend-lease aid were negotiated by the State Department, 
with the advice of the Economic Defense Board and the Office of 
Lend-Lease Administration. Other functions of the President un- 
der the act were delegated by him to the lend-lease administrator. 

Thus many agencies were participating in the actual expenditure 
of lend-lease funds which, under pressure of the urgent emergency 
of war, were lavishly appropriated by Congress. Except for the re- 
quirement that the President keep Congress informed concerning 
operations under the act, no specific provision was made for plan- 
ning and co-ordinating the work of these various agencies. 

The Exfort-Imfort Bank was not equiffed to supervise 
the government's foreign loans and contributions. 

The Export-Import Bank was established in 1934, and early in 
its history purchased from the RFC and the Farm Credit Adminis- 
tration promissory notes payable by China. It also took over for 
collection certain judgments that the Department of Interior held 
against the Cuban government. For a time, therefore, it provided a 
means of consolidating the foreign obligations held by other gov- 
ernment agencies. 

Once we were in the war, however, the Bank could not continue 
to perform this function. It was not designed or equipped to deal 
with the problems arising from the tremendous expansion of foreign 
financing that ensued. Integration of its policies with those of other 
agencies was provided for in 1936 and by the election of a board 
of trustees and the appointment of an advisory committee. These 
two bodies included representatives of six government departments 
and agencies concerned with international policies and finance. In 
1945 the management of the Bank was vested in a board of di- 
rectors consisting of the Secretary of State ex officio and four full- 
time members (including the chairman) appointed by the Presi- 
dent of the United States with the advice and consent of the Senate. 
Provision was also made for an Advisory Board consisting of the 
chairman of the Board of Directors of the Bank as chairman, the 
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Secretaries of State, Treasury, and Commerce and the chairman of 
the Board of Governors of the Federal Reserve System.®'* But 
the Bank has not been in a position to handle or to supervise all of 
the loans and contributions the government was furnishing to other 
countries. In fact even the policies of the Bank itself were domi- 
nated by decisions of the National Advisory Council.®'* 

The National Advisory Council was organized to 
co-ordinate the country's foreign loan activities. 

Specific provision was made in the Bretton Woods Agreements 
Act for co-ordination of the “policies and operations” of United 
States representatives on the International Monetary Fund and 
Bank and of other government agencies to the extent that they 
make or participate in “foreign loans or engage in foreign finan- 
cial, exchange, or monetary transactions.” By this act Congress 
established the National Advisory Council on International Mone- 
tary and Finance Problems.®® 

To make co-ordination possible, the act requires that the various 
agencies “shall keep the Council fully informed of their activities 
and shall provide it with such further information or data in their 
possession as the Council may deem necessary. . . The Council, 
in turn, is required to report to Congress “not less frequently than 
every six months” concerning participation of the United States 
in the Fund and Bank.®® 

A committee of American businessmen was affointed to 
aid in returning foreign lending to 'private channels. 

Late in June 1946 the President appointed a Committee for 

’’in 1936 the II members of the Board of tiustees included representatives of 
the RFC, the Export-Import B.ank, and the Departments of Commerce, State, and 
Tieasury. Export-Import Bank of Wtishington, Annual Report, 1936, p. 10. 
See also First Semiannual Report, July-December 1945, p. 9. 

The National Advisory Council has the same composition as the Advisoiy 
Board of the Bank, except that the Secretary of the Treasuiy acts as chairman of 
the Council. First Semiannual Report, July-December 1945, p. 9, and in 1948 the 
Administrator of the Economic Co-operation Administration was added to the 
Council (see p ai6 below). 

•'*59 Stat. 51Z (appiovcd July 31, 1945). 

’’in Its first report to Congress, early in March 1946, the Council summaiized 
its plan of proceduie. Report of the Nattonal Advisory Council on International 
Monetary and Finance Problems, H. Doc. 497, 79 Cong. 2 sess., pp. 7-8. 
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Financing Foreign Trade, made up of 12 leading industrialists 
and bankers, including the chairman, Winthrop W. Aldrich of 
the Chase National Bank.^^ In appointing the Committee, President 
Truman stressed the temporary character of government lending 
for financing foreign trade. Accordingly, he advised the Com- 
mittee to work closely with the National Advisory Council with 
a view to returning the foreign commerce and foreign investments 
of the United States to private channels as soon as possible. Late 
in September the Committee held its first formal session and 
made arrangements for periodic meetings in Washington with the 
National Advisory Council.*® 

Provision was made for consolidating information 
on all foreign transactions. 

The Clearing Office for Foreign Transactions was organized in 
May 1 944. to assemble and consolidate statistical and other informa- 
tion on the foreign transactions of United States government agen- 
cies and the status of their foreign assets and commitments.** This 
fact-collecting agency provides the information that is of basic 
importance to officials responsible for planning and co-ordinating 
the foreign lending and relief activities of the government. 

III. FOREIGN LOAN POLICIES OF THE GOVERNMENT 

When the United States government launched its program of 
assistance to countries at war with Nazi Germany, there was little 
in the way of precedent to help in the formulation of policies. 
However, it was generally agreed that the mistakes of World 
War I financing should be avoided, and that nothing should be 
allowed to conflict with the war aim of early and complete victory. 
Ways of meeting these objectives had to be improvised and, with 
the end of the war, the government has had to meet a deluge of 
requests for funds to be used for reconstruction and development 
abroad. 

’’white House press release June 26, 1946. 

’"a statement by Aldrich outlining the essentials of an international economic 
policy for the United States was published in The CommetcM and Financial 
Clnonicle July 9, 1946, p. 203 and elaborated in the same journal Oct. ty, 1946, 
p. 1989. 

“This office is now a division of the Office of Business Economics of the 
Department of Commerce. 
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In World War 11 the government reversed the 
war-loan folky followed in World War I. 

Until the outbreak of war in 1914, loans made by one national 
government to another had been confined to small-scale transac- 
tions.’’*" But World War I called for immediate expenditures of 
vast sums, and these were made possible in many cases by large 
intergovernmental loans. The war and reconstruction loans made 
by the United States government amounted to some lO billion 
dollars. The British government loaned approximately 8 billions, 
offset by a little more than 4 billions borrowed from the United 
States and by the gold furnished as collateral by some of the borrow- 
ing governments. The French government loaned about 2.5 bil- 
]ion dollars, but borrowed about 5 billions from Britain and the 
United States. 

In the view of the United States government, the loans it had 
made were commercial obligations on which payment of principal 
and interest would be required. And though the debtor governments 
strongly objected to this viewpoint, they eventually funded their 
debts into long-term obligations. When they defaulted during the 
depression, the government of the United States reaffirmed its 
position by passing the Johnson Act which barred the defaulting 
governments from borrowing in the private financial markets of 
the United States." 

Wisdom gained through experience with the debt problem of 
World War I is reflected in the United States government’s shift 
in foreign loan policy early in World War II. The American 
public was deeply moved by the fall of France in June 1940, and 

“ The outstanding exception was the financial aid the British government 
extended to its continental allies from 1793 to 1816 This was almost entiiely 
in the form of subsidies rathei than loans, and amounted to a net total of roughly 
57 million pounds, or less than 300 million dollars. Duung the rest of the nine- 
teenth century Biitain “never subsidized an ally again.” J, H. Clapham, “Loans 
and Subsidies in Time of War, 1793-1814,” The Economic Journal, Vol. 27, 
December 1917, p, 500. It should be noted that Britain participated with other 
allies in the leparatlon payments collected ftom the French government after 
Napoleon’s sunender. 

” The act specifies that it does not apply to “public corporations cieated by or 
pursuant to special authorization of Congress or a corporation in which the 
government of the United States has or exercises a controlling interest thiough 
stock owneiship or otherwise.” 48 Stat. 574 (approved Apr. 13, 1934). 
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in the main reacted favorably to the exchange of American de- 
stroyers for leases to British territory to be used for military bases 
two and one half months later. This deal was along policy lines 
that foreshadowed the lend-lease bill introduced m the Senate 
and the House on January lo and made law on March ii, 1941. 

From the beginning it was clear to many observers that there 
would be little or no cash payment demanded for the wartime 
assistance furnished under lend-lease agreements. Throughout the 
war it was recognized that money spent on lend-lease was an 
integral part of the war effort of the United States. Lend-lease 
supplies kept allied factories working that otherwise would have 
closed, and kept allied soldiers fighting that otherwise might not 
have had the food and equipment to carry on. This was the view 
of responsible government officials, and with this view most of the 
country concurred. 

As pointed out on page 191 above, this reversal of policy does 
not apply to credits extended after VJ-day for goods furnished 
through lend-lease channels or through the sale of surplus prop- 
erty. It was argued that with the war ended, such aid should be 
furnished on a cash or credit basis — but on very liberal terms. 

According to official reports, lend-lease aid since VJ-day has 
consisted largely of goods built to foreign spedfications on con- 
tracts let before the end of the fighting.®^' This meant that such 
goods would be of limited value to the United States, and argued 
in favor of their transfer to foreign buyers. The program of selling 
surplus property overseas at prices far below original cost is de- 
fended on the ground that the cost of bringing the goods to this 
country for sale or use would involve greater losses than the 
present method of selling at substantial discounts. 

Practical nullification of the Johnson Act marks 
another shift in government hoot -policy. 

The Johnson Act explicitly states that it does not apply to 
agencies and corporations in which the United States government 
has a controlling interest. However, legislation similar to the John- 
son Act applied to government lending during interwar years. 

“The so-called “pipe line” lend-lease also included goods in stoiage for and 
in tiansit to foieign countries. 
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Until 1941 the loans extended by the Reconstruction Finance 
Corporation were in the main restricted to American borrowers. 
In June 1941, however, the corporation was authorized to extend 
loans to foreign governments on the same terms as to American 
borrowers: that is, such loans could be made provided the bor- 
rowers deposited American securities as collateral. Shortly after- 
wards the corporation extended a loan to Britain under this au- 
thorization. 

This change in policy Was not applied to the Export-Import Bank 
until some years later. The principal purpose of the Export- 
Import Bank was and is “to facilitate the exports and imports of 
the United States.”^ To that end the Bank helped American ex- 
porters finance the shipment of American goods to countries all 
over the world, making no distinction between countries on the 
basis of war-debt status. Loans made to foreign governments, how- 
ever, were few and were closely tied to trade. 

Then in March 1940 a provision was written into the law 
specifically prohibiting the Bank from making a loan to , . any 
government which was in default in the payment of its obligations 
or any part thereof to the government of the United States on 
April 13, 1934. . . It was not until 1945 that this prohibition 
was removed and such loans were legalized if extended by the 
Bank or by private “persons” participating with the Bank.“ As 
revised in 1945, the Johnson Act also permits governments in 
default on war debts to the United States government to borrow 
in the private capital market of the United States provided they 
are members of the Bretton Woods organizations.^® This means 
that while the Johnson Act still remains on the books, it now 
has little or no practical application. 

” Export-Import Bank, Fit si Semiannual Reforf, July-December 1945, p. 30. 

“‘54 Stat. 38 (approved Mar. 2, 1940). It is interesting to lecall that on 
Apr, 13, 1934 the Johnson Act was approved. 

■“ 59 Stat. 526 (appioved July 31, 194s). Loans to Western Hemispheie govern- 
ments were authorized in September 1940. 54 Stat. 9^2 (approved Sept. 26, 

See Ch.ap. 7, p. 145. 
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An early cessation of government lending abroad 
was effected to follow on the heels of victory. 

Most observers agreed that large grants of United States gov- 
ernment funds would be required for the relief of suffering abroad 
after the cessation of hostilities. They also expected that American 
capital would have to be furnished for reconstruction and de- 
velopment purposes in many countries. But it was not expected 
that the government of the United States would long continue 
in the role of banker for the world. In fact it was expected that a 
large share of that responsibility would be assumed by the Inter- 
national Monetary Fund and the International Bank for Recon- 
struction and Development — institutions established according to 
agreements reached at Bretton Woods. It was expected that gov- 
ernment lending would bridge the gap until the Bank could 
begin operating, and that thereafter private capital would welcome 
the opportunity of participating with the Bank in furnishing funds 
for foreign borrowers. 

These views are reflected in the National Advisory Council’s 
statement of the foreign loan policy of the' United States govern- 
ment published February 21, 1946. In anticipation of the shift 
of responsibility from the government of the United States to the 
World Bank, it says: “The International Bank will be the prin- 
cipal agency to make foreign loans for reconstruction and develop- 
ment which private capital cannot furnish on reasonable terras.”®'’ 
It also warns that “. . . the proposed loan to Britain, requiring 
congressional authorization, is a special case, . . . and will not be 
a precedent for a loan to any other country.”®* However, the 
Council definitely foresaw need for some additional lending dur- 
ing the interim period before the Bank began operating. For this — 
presumably brief — period it recommended “. . . a foreign lending 
program adequate to meet the minimum needs of foreign coun- 

” Refo)t of National Aliiisoty Council, H. Doc. 4.97, 79 Cong, 2 sess. sec. 2, 
The same, sec. 3 
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tries.’”” In February 1946, with this in view, it recommended that 
the 'limit on foreign loans by the Export-Import Bank be in- 
creased — a recommendation not followed by Congress. 

A report of the Export-Import Bank has indicated even more 
clearly that an end of government lending was in prospect: 

When the . . . [International Bank] does come into effective operation, 
... it will take over the functions of making reconstruction credits which 
private capital cannot furnish on reasonable terms. In the meantime, in 
order that an undue assumption of risk by the United States alone will be 
avoided, credits for reconstruction purposes are being extended by the 
Export-Import Bank only m urgent cases and in such amounts as may 
be lequested by the borrower for emergency purposes in the United 
States.^” 

The basic principles laid down to guide the lending operations of 
the Export-Import Bank show an intention to keep foreign lending 
on a business basis and to serve the purpose for which the Bank 
was organized — assistance to foreign trade. They also emphasized 
the importance of investigating the credit standing of applicants 
for loans, and of making certain that the loan funds furnished a 
borrower are actually used for the intended, purpose. These princi- 
ples, as set forth in the Bank’s General Policy Statement- (published 
in 1945) are given below, (Italics are from the report.) 

1. In accordance with the statutes governing its activities, the Bank 
makes only loans and guaranties which serve to fromote the exfort- 
imfort trade of the United States. (Page 6) 

The Bank’s financing of exports is of two general types. The first type 
consists of credits for the benefit of individual United States exporteis 
to facilitate the sale abroad of specific materials or equipment. The second 
type consists of a line of credit in favor of a foreign government, a foreign 
bank, or a foreign firm, to be available during a stipulated period of time, 
for the purpose of facilitating the purchase in the United States of specific 
materials, equipment, and services. Although different in form, the two 
types of credit obviously serve a single purpose. (Page 9) 

2. In accordance with its established practice and as explicitly pro- 
vided in the Export- Import Bank Act of 1945, the Bank makes loans 
generally only for sfecific purposes. (Page 7) 

The Bank does not make lump-sum advances for use as borrowers see 
fit. (Page 10) 

“The same, sec. 7, p. 19. 

"Export-Import Bank, Second Semiannual Ref oil to Congress, January-June 
1946, pp. 17-18. 



GOVERNMENT LOAN POLICIES 


209 


3. As a matter of prudent management and as required by law, the 
Bank makes only loans which offer reasonable assurance of refnyment. 
(Page 7) 

Loans to domestic exporters, importers, and manufacturers are usually 
made on the basis of the credit standing of the borrower, supplemented by 
the guaranty of a foreign bank or government in case of loans made with- 
out recourse to the applicant. Credits to foreign governments and their 
agencies are made on the basis of the general credit of the country or 
agency supplemented when desirable and appropriate by a pledge of 
specific revenues or specific receipts of dollar exchange. (Page 16) 

4. As a general rule, the Bank extends credit only to finance fur- 
chases of materials md equipment produced or manufactured in the 
United States and the technical services of American firms and md'tviduals 
as distinguished from outlays for materials and labor in the borrowing 
country or purchases in third countries. (Page 7) 

5. In accordance with its own rule and the express instruction of 
Congress, the Bank does not compete with private capital but rather 
supplements and encourages it. (Page 8) 

Late in 1945 'political considerations became important 
in the assistance -program of the United States. 

The summary statements of the loan policies of the government 
as published by the National Advisory Council and by the Export- 
Import Bank make no mention of political factors. But by the lat- 
ter part of 1945 objections were heard against further aid to coun- 
tries that showed an unfriendly attitude toward the United States. 
The case of Poland was one of the earliest. 

Difficulties with Poland began in the latter part of 1945 when the 
Polish government was entering on a program for public ownership 
of all basic industries employing more than 50 persons per shift. 
Among these were American-owned properties valued at around 
x6o million dollars. While our ambassador to Poland, Mr. Arthur 
Bliss Lane, regarded nationalization legislation as within the rights 
of a sovereign power, he did protest that American citizens should 
have been permitted to inspect their properties in Poland before 
the nationalization program was put into effect. When Poland ap- 
plied for a loan from the Export-Import Bank in January 1946 
Mr. Lane opposed the grant.^^ 

^''Washington Post, Jan. 11, 1 94.(5) Washington Evening Star, editorial, Jan. 
12, 194G. 
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A temporary settlement of the question apparently was reached, 
and on April 24 the State Department announced that credits 
up to 50 million dollars had been granted Poland for the purchase 
of surplus property on condition that the country hold a ‘‘free and 
unfettered” election as agreed at Yalta. At the same time the 
chairman of the board of the Export-Import Bank announced that 
a 40-million-dollar credit to Poland had been approved for the 
purchase in the United States of coal cars and locomotives for the 
Polish state railways.^^ 

A week earlier Senator Vandenberg had expressed strong doubts 
concerning loans to Poland. He was quoted as saying that any 
foreign loan this country might make “should be very definitely 
geared to the general attitude of any foreign government toward 
its other moral as well as fiscal obligations.” He also said . . all 
foreign loans should be considered as integral factors in our 
foreign policy.” Senator Vandenberg’s strong expression of doubt 
regarding loans to Poland is reported to have been instrumental in 
persuading the Polish government to give the desired assurance 
regarding the forthcoming election."*^ 

The surplus property credits granted in April were frozen in 
May — on the charge that Poland was not living up to its election 
agreement. But in June, when new assurances were given regarding 
the elections, the United States permitted the 50-million-dollar sur- 
plus proprty credit to become active." Then in September and 
early October the treatment of American investments in Poland 
again came up for discussion.^® 

In addition to the difficulties with Poland there had been trouble 
with Czechoslovakia over nationalization of American properties, 
trouble with Russia over American properties in Austria, Hungary, 
and Romania, and trouble with Yugoslavia. It also became known 
that the Czech government had sold to Romania, at a considerable 

■'“The New York Times, Api. 25, 1946. 

The same, 

• '‘■‘The same, Aug 10, 1946. 

""‘Wall Sinet Journal, Oct. 8, 1946. 
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profit, some of the surplus property purchased in the United 
States. 

Tempers were getting short when, at the Paris Peace Conference, 
spokesmen for Czechoslovakia joined Russia in charging the United 
States with “dollar diplomacy.” The unfriendly attitude of the 
Czech delegation brought matters to a head. The fifty-million- 
dollar loan granted Czechoslovakia for surplus property was can- 
celed 5 negotiations for an Export-Import Bank loan to the country 
were suspendedj and in October 1946 Secretary of State Byrnes 
gave notice that the United States had determined to make po- 
litical considerations a factor in its lending program. In a news 
conference, he told reporters that in future lending by the United 
States the “determining factors would be (a) need, and (b) 
friendship.’”® 

This was followed in early December by a supplementary decla- 
ration of State Department policy as it applies to relief supplies 
furnished free to needy countries. In a broadcast on December 8, 
1946 Mr. Dean G. Acheson, acting Secretary of State, said that 
when UNRRA was discontinued, the United States would con- 
tinue assistance to countries requiring aid. But he added that we 
would not “send shipments ... to countries that are diverting 
[to preparations for war] their man power and facilities away 
from the production of the necessaries of life which they are asking 
others to supply.’”^ 

In March 1947 a new foreign folicy was 
announced by President Truman. 

In February 1947 the British government notified the United 
States that, because of economic and financial conditions, Britain 
could not continue furnishing the funds required for maintaining 

Washington Evening Star, Oct. 2,2, 19465 Washington Post, Oct. 23, 1946. 
New sales under the fifty-million-dollar surplus property credit had been suspended 
Sept 13, 1946. Department of State, Office of Foreign Liquidation Commissioner, 
Refort on Foreign Surflus Disposal, January 1947, pp. 28-29 
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stability in Greece. Thereupon the President called congressional 
leaders to the White House for a conference covering conditions 
in Europe." He followed this by appearing before a joint session 
of Congress (March 12, 1947) asking that 400 million dollars 
of aid to Greece and Turkey be authorized to help repel “totali- 
tarian aggression” that was threatening their national integrity. 
This speech contains the President’s views regarding the foreign 
loan policy of the United States as follows:*® 

One of the primary objectives of the foreign policy of the United 
States is the creation of conditions in which we and other nations will 
be able to work out a way of life free from coercion. . . . 

I believe that we must assist free peoples to work out their own des- 
tinies in their own way. 

I believe that our help should be primarily through economic and 
financial aid which is essential to economic stability and orderly political 
processes. . . . 

This new “doctrine” raised questions concerning its scope and 
its ultimate cost. What commitments would it involve.'* Did it 
contemplate word-wide aid on something approximating wartime 
lend-lease? Some countries made tentative inquiries. 

Then came the proposal of Secretary of State Marshall that aid 
to Europe should be based on a joint program agreed to by a 
number, if not all, of the European nations. 

IV. THE EUROPEAN RECOVERY PLAN 

Secretary Marshall, in a speech at Harvard University on June 
5 j 194-7 proposed that Europe itself must take the initiative in 
planning its own recovery. He asked that the countries of Europe 
draw up a unified plan for reviving the means of production and 
trade for Europe as a whole — or for as large a group of countries 
as would co-operate. Such a plan, he suggested, would assist the 
American people in understanding the character of the problem 
and the remedies required, and would be a prerequisite of future 

New York Times, Mar. 8, 1947. 

The text of the President’s speech is given in the New York Times, Mar. 13, 
1947. 
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substantial aid from the United States. The heart of his proposal 
is contained in the following paragraph; 

It IS already evident that, before the United States Government can 
proceed much further in its efforts to alleviate the situation and help stait 
the European world on its way to recovery, there must be some agree- 
ment among the countries of Europe as to the requirements of the situa- 
tion and the part those countries themselves will take m order to give 
proper effect to whatever action might be undertaken by this Govern- 
ment. It will be neither fitting nor efficacious for this Government to 
undertake to draw up unilaterally a program designed to place Europe 
on its feet economically. This is the business of the Europeans. The 
initiative, I think, must come from Europe. The role of this countiy 
should consist of friendly aid in the drafting of a European program 
and of later support of such a program so far as it may be practical for 
us to do so.®° 

Secretary MarshalVs frofosal met imth 
immediate acceftance in Western Eurofe. 

On the initiative of Great Britain, with French co-operation, in- 
vitations were sent out to all of the countries of Europe to par- 
ticipate in a conference that would undertake to frame a plan for 
European co-operation. Sixteen countries accepted the invitation, 
but the remaining European countries decided not to take part.“ 
The conference opened in Paris- July 12, and adjourned four 
days later. During its short life it set up a Committee of European 
Economic Co-operation (CEEC) and a number of technical com- 
mittees, to collect information and prepare a report with regard 
to specific requirements during the four year^ 1948-51. 

The Committee of European Economic Co-operation submitted 
its recovery program in September. This program was signed by 
representatives of the sixteen participating countries and sent to 
Secretary Marshall September 22, 1947, who transmitted it to 
President Truman the following day. The program set forth 

World Reforty June 17, 1947, p. 33. 

“ The participating- countries -were. Austria, Belgium, Denmark, France, Greece, 
Iceland, Ireland, Italy, Luxemburg, Netherlands, Norway, Portugal, Sweden, 
Switzerland, Turkey, United Kingdom. The western zone of Germany was also 
included. 
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the need for expanded production and the creation of financial sta- 
bility in the sixteen participating countries, for co-operation be- 
tween these countries, and for a solution of their trading deficit 
with the American continent. Problems of production, consumption, 
and imports were considered in detail. It was estimated that net 
imports required from America for the four years 1948-51 would 
amount to 22.4 billion dollars. Of this amount some 3.1 billions 
represented machines and equipment which might be financed 
by loans from the International Bank. The deficit to be met by 
the United States, therefore, was put at approximately 19.3 bil- 
lions. 

T he Marshall Plan mas also studied 
from the American "point of view. 

Soon after Secretary Marshall first proposed the drafting of a 
recovery plan for Europe, President Truman took steps toward 
determining “The impact upon 'our domestic economy of the 
assistance we are now furnishing or may furnish to foreign coun- 
tries . . .” and the “. . . limits within which the United States 
[might] safely and wisely plan to extend assistance. . . He 
appointed three committees to study this question- two of them 
made up of government personnel, and the third a “non-partisan 
committee of distinguished citizens” under the chairmanship of 
Secretary of Commerce Averill Harriman. 

The reports of the three committees were submitted to the 
President between October 18 and November 8, 1947. These 
reports were in agreement that aid should be furnished, and that 
the United States “has the means to meet the critical needs of 
Europe.” The report of the Harriman Committee set forth four 
general principles of controlling importance in the American pro- 
gram of aid to Europe: First, we must help Europe to help itself. 
Second, private capital should be encouraged to go to work in Eu- 
rope, and this will require currency stability, a reduction of re- 
strictions and regulations, and a freer movement of men and 
money. Third, a distinction should be drawn between emergency 

“White House press release, June 1947. 
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relief and more permanent building of recovery, the latter being 
financed by loans rather than grants. Fourth, the agencies executing 
the program must adapt their operations to conditions in the 
markets of the United States. The Harriman Committee also urged 
that aid to Europe must be on a year-to-year basis, and subject to 
the constant, vigilant review of Congress. 

A bill frovidmg long-range aid to Europe 
was passed by Congress April 2, ig48. 

To speed consideration of a long-range recovery program and to 
provide emergency interim aid for France, Italy, and Austria for 
the first quarter of 1948, President Truman called a special session 
of Congress to open November 17. The administration also asked 
for an additional (interim aid) appropriation to cover occupation 
costs in Germany, Japaii, and Korea. As passed December 17, 1947, 
the bill allocated 597 million dollars for France, Italy, and Austria 
(Public Law 389, 80 Cong, i sess.). 

The administration’s long-range plan for aid to Europe was 
presented to Congress the day the interim aid bill was passed. 
It called for 6.8 billion dollars to cover the 15 months April i, 
1948 to June 30, 1949, with appropriations for later years to be 
considered subsequently on an annual basis. Representative Eaton, 
chairman of the House Foreign Affairs Committee, indicated on 
January 2 that the program would not have easy passage. As a 
matter of fact, however, it was passed April 2, and became law tlie 
following day, almost meeting the April i deadline set by the 
President. 

The measure, known as the “Economic Co-operation Act of 1948,” 
underwent some changes in its course through committee stage, 
debate in House and Senate, and conference compromise. As passed, 
it provided 6,098 million dollars for foreign aid, of which r billion 
dollars was made available to the administrator of the act to be used 
for loans to the participating countries. In March 1948 Congress 
appropriated an additional 55 million dollars under this act, but 
congressional appropriation of the remainder of the amount author- 
ized was delayed until June 27, 1948. The bill then passed contained 
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provisions for army and navy administration costs and relief supplies 
in occupied areas and for the International Refugee Organization.” 
The total amount appropriated was 6,03 1 million dollars, itemized 
as follows- 

Million Dollars 

Economic Co-operation Administiation . ... 4,000 

Aid to China .... . . 400 

Occupied aieas, administrition costs and relief . 1,300 

Greek-Turkish aid . . . 225 

International Children’s Fund . . .35 

International Refugee Organisation . . 71 

Total . . . . 6,031 

The Economic Co-operation Act commits the United States con- 
ditionally to participation in a four-year program through June 1 952, 
but Congress will have to renew the basic authorization for the 
program each year as well as to make year-by-year appropriations. 

A government agency established under 
the act will administer aid to Eurofe. 

The agency established by the Economic Co-operation Act for 
its administration is known as the Economic Co-operation Ad- 
ministration — headed by an Administrator. In addition to his 
other functions, the Administrator is made a member of the Na- 
tional Advisory Council.'® To give him the advantage of consulta- 
tion with citizens of broad and varied experience, provision is 
made for a Public Advisory Board consisting of not more than 
12 members and the Administrator, who is to be chairman of the 
board. Provision is also made for a Special Representative in Eu- 
rope (appointed by the President) who will receive his instruc- 
tions from the Administrator, and for special ECA missions to 
be established for each of the participating countries. 

“a body chaiged with co-ordinating the policies and operations of all govein- 
ment agencies making foieign loans or engaged in foreign financial or monetary 
tiansactions. See also p. 202 above. 
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Congress adopted and wrote into the law the pledges of self- 
help and mutual aid that the 16 participating countries had in- 
corporated in the Paris report of the Committee for European 
Economic Recovery. These pledges later will be embodied in a 
multilateral treaty between the United States and the participat- 
ing countries or an organization representing any or all of them. 

The act provides that the financing of aid will be through 
grants or on payment in cash, or on credit, or other appropriate 
terms. The Administrator in consultation with the National Ad- 
visory Council will decide whether a participating country will 
be required to make payment and the terms of payment if re- 
quired — his decision to depend on the character and purpose of 
the assistance and upon whether there is reasonable assurance of 
repayment considering the capacity of such a country to make pay- 
ment. American firms that supply goods sent to Europe will be 
paid in dollars out of funds provided by the United States Treasury. 
Countries receiving the goods on a grant basis will pay for such 
goods by depositing a commensurate amount of their domestic 
currency in a special account. This deposit fund is to be used, as 
agreed between the ‘‘country and the administrator, ... for pur- 
poses of internal monetary and financial stabilization, for the 
stimulation of productive activity and the exploration for and 
development of new somces of wealth or for . . .” other expendi- 
tures consistent with the purposes of the act. 

One feature of the bill is intended to encourage the investment 
of private American capital in Europe. Subject to certain restric- 
tions, it provides that the Administrator may encourage American 
Investments in approved projects by guaranteeing the transfer 
Into dollars of foreign currencies or foreign currency credits, re- 
ceived as income on or as repayment for the approved investment. 

In Europe on April 16, 1948 diplomats of the countries partici- 
pating in the recovery program signed a convention for collective 
handling of the plan. They also signed a legally binding contract 
for self-help, and began setting up machinery for the operation of 
the plan. 
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Exforts from numerous countries will he stimulated 
by the oferation of the recovery flan. 

The American Administrator can, and Is expected to, authorize 
purchases of commodities and services in foreign countries as well 
as in the United States, Latin American countries In particular are 
expected to benefit from such purchases. Argentine beef and wheat, 
Venezuelan and Colombian oil, nitrate from Chile and Peru, and 
other foods and raw materials from various countries should be 
In increased demand in the countries of Western Europe. 

In all, as much as 1.4 billion American dollars are expected to 
be spent during the first year of the plan to buy Latin American 
goods for Europe. This will enable Latin American countries to 
sell their surpluses and buy the industrial equipment they want 
from the United States. The greater part of this sum will be spent 
in Argentina, but other countries will participate. Canada also 
will benefit. It is estimated that during the first year of the plan, 
about I billion dollars of United States funds will be spent in 
Canada for goods to be shipped to Europe.” 

Continuation of foreign aid three years after the end of the 
“shooting war” has the cautious approval of the American tax- 
payer who ultimately must meet the bill contracted by the govern- 
ment. In general, he realizes that part of the world cannot continue 
prosperous while political instability prevails and economic and 
financial conditions continue to deteriorate in many countries. The 
specter of a third world war, with Western Europe still in desperate 
straits, provides a strong argument for aiding recovery now In 
every way possible. At the same time, it is realized that there can 
be no certainty that four years of the European Recovery Program 
will actually bring recovery or will prevent the outbreak of another 
war. Adoption of the program is recognized as a gamble, with the 
stakes high. 

Meantime the government of the United States has undertaken 
in various ways to promote the investment of private American 

Nevis cmd World Refort, Apr. i6, 194S, p. 23, also Jan. 23, 1948, p. 28. 
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capital in foreign countries — either in the form of loans or of direct 
investments. The difficulty is that so long as government funds are 
supplied in large amounts and on a gift basis, there is little or no 
foreign demand for capital supplied by private investors. For the 
time being, at least, the only real outlets for private capital abroad 
appear to be in the field of direct investment in business ventures. 
Some of this is even now occurring, especially in oil and mineral 
developments. 



CHAPTER X 


GOVERNMENT POLICIES AFFECTING AMERICAN 
INVESTMENTS ABROAD 

As pointed out in earlier chapters, the traditional source of 
capital for investment abroad has been the savings of private 
investors — including corporate savings. This applies to both port- 
folio and direct investments, and also to short-term business loans. 
However, policies pursued by governments strongly affect the 
export of investment capital by their nationals. The prospective 
private investor contemplating the purchase of foreign securities 
or direct participation in some business undertaking abroad is in- 
fluenced by the policies his government has followed in the past 
in dealing with the political risks that sometimes threaten the 
holders of foreign securities or foreign properties. The investor’s 
attitude is also partly determined by any action that his govern- 
ment takes for the purpose of encouraging — or discouraging or con- 
trolling — new investments. The present chapter will review some 
of the methods by which the government of the United States has 
directly or indirectly influenced the export of American investment 
capital. 

I. PROTECTION OF EXISTING INVESTMENTS 

In addition to ordinary business risks, foreign investments — 
both direct and portfolio — are subject to extraordinary hazards of a 
political character. The contracts of foreign governments covering 
Joans or concessions are sometimes canceled or revised by unilateral 
action without regard for the rights of bondholders or concession- 
aires. Even where the terms of the original contract appear to bind 
the debtor government unalterably, they may afford the creditors 
little actual protection. The difficulty is that a sovereign state can- 
not be sued without its consent; and if suit is permitted and judg- 
ment rendered, the defendant state may determine for itself 
whether it will comply. American investors therefore have fre- 
quently sought protection by their own government against the 
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treatment received from foreign governments. The action taken 
by the State Department in such cases helps determine the attitude 
of American investors toward supplying capital for foreign govern- 
ments and foreign enterprises. 

Methods of dealing votth foreign defaults 
have changed in recent decades. 

During the latter part of the nineteenth century and the early 
decades of the twentieth, the United States frequently intervened 
in the affairs of Caribbean countries. The purpose was to prevent 
armed invasion by European countries bent on collecting payment 
on their loans and investments in these countries. In a number of 
countries the United States took over control of the customs ad- 
ministration in order to assure payment to European creditors. 
Later, when the debts had been refunded by American loans, the 
controls over customs receipts were still maintained. Furthermore, 
the control agreements in some cases specifically provided for the 
use of armed forces for protecting the customs receivership. 

Some of the financially supervised governments attempted to 
evade the customs control by placing internal revenue duties on 
imported articles. Later the United States extended its control 
over the collection of those duties. This was the case in the Domini- 
can Republic and Liberia, while Nicaragua operated for some years 
under the threat that internal tax collections might be brought 
under American control.’^ Armed intervention, dollar diplomacy 
(supervision over the finances of debtor countries) and the extreme 
position of President Coolidge that . . the person and property 
of a citizen are a part of the general domain of the nation, even 
when abroad . . . were effective means of getting performance 
of contract from reluctant debtors. Also, such intervention actually 
contributed to the development of order and stability in the coun- 
tries concerned. But intervention in the affairs of debtor countries 
could not be used against strong debtors, and in any case it created 
hostility toward the United States. 

'For further discussion see Benjamin H, Williams, Economic Foteign Policy, 
(1929), pp. 175-216. 
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DifEculties with the great powers of Europe over the funding 
and payment of the interallied debts during the x 920’s, and the 
wholesale defaults that came with the depression a decade later, 
made intervention in the affairs of defaulting debtors altogether 
impracticable. This may have had an effect on the attitude of the 
State Department with regard to Caribbean countries. At any rate, 
under the “good neighbor” policy followed in the 1930’s, the 
United States signed a protocol declaring that intervention of any 
party in the internal or external affairs of any other was inadmissi- 
ble. In accordance with this agreement, the State Department now 
holds to the doctrine that debt settlements should be negotiated by 
the interested parties, and not by the United States government.^' 
In 1945 the Minister of Foreign Affairs of Uruguay suggested 
multilateral and collective intervention by the countries of the Pan 
American Union in the event that any government notoriously and 
repeatedly violated “the elementary rights of man” and failed to 
comply with its freely contracted international obligations. While 
the United States was ready to accept this proposal, other govern- 
ments “received It with greater reserve.”® Whether such an agree- 
ment would give protection to foreign investors is, therefore, an 
unsettled question. 

T he State Defartment still intervenes to f revent discrimination 
against American holders of defaulted foreign bonds. 

In recent years the Department of State has acted in several 
cases to protect American bondholders against discrimination by a 
foreign government. Action taken in such cases is now limited to 
“protest” or “diplomatic intervention” as compared with former 
methods of direct intervention and control. Brief consideration of 
two such cases will illustrate.* One of these concerned the British 
(Niemeyer) plan for readjusting the foreign debts of Brazil. The 

® Securities and Exchange Commission, Report on .. . Proteotive and Re- 
oixanization Committees, Pt 5, pp. 393-416, 445, 576. 

’ L. S. Rowe, Pedro de Alba, The Vmted, States and Lathi Amettca, Pan Aineii- 
can Union (1946), p. 6. 

^ On the Biazilian settlements see Securities and Exchange Commission, Report 
on . Protectwe and Reorganization Committees, Pt. 5, pp. 386-89, 417-19; 
on the German see the same report, pp. 420-37. 
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other involved the arrangements Germany made with its foreign 
creditors following the German debt moratorium of 1933. 

In 1933, when Brazil was on the verge of promulgating a debt 
settlement that discriminated against American bondholders, the 
Department of State requested the Brazilian government to ne- 
gotiate with representatives of the American bondholders. Early 
in 1931, Brazil had invited Sir Otto Niemeyer to make a survey 
of its financial situation and needs. But conditions deteriorated 
rapidly and before the end of the year payment was stopped on a 
number of the federal, state, and city bond issues that had been 
sold in foreign countries. Other defaults followed in 1932. In 1933 
Niemeyer again went to Brazil where he worked with various 
officials on a plan for making partial payment on the external debt 
— held in Great Britain, Holland, France, and the United States. 
Under the proposed plan, the different issues of bonds were classi- 
fied. Foreign exchange available for debt service was then allocated 
on a graduated scale, with full service provided for class one bonds, 
and no payment at all for the lowest class. The bonds principally 
held in the United States were put in the next to the lowest class. 
At the request of the State Department the plan was reconsidered 
and improved treatment was secured for American bondholders. 

The facts in the German case were as follows; In June 1933 
Germany declared a moratorium on its foreign debts, but shortly 
afterward it agreed to provide full debt service for the Dawes 
and Young loans, and 75 per cent on interest account (partly in 
scrip) for other external bonds. However, two countries (the 
Netherlands and Switzerland) put pressure on Germany to obtain 
preferred treatment for their nationals holding German bonds. 
These two countries were in a strategic position because theii' trade 
with Germany showed an import balance — that is, on balance they 
had net payments to make to Germany. By threatening to impound 
enough of these payments to cover debt service on the bonds held 
by their nationals, they were able to arrange clearing agreements 
with Germany under which their bondholders received full pay- 
ments of interest. The State Department made every effort to put 
American bondholders on a par with those of other countries, but 
without success. 
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A year later, June 1934, the German moratorium was extended 
to the Dawes and Young loans. These loans had been sold in eight 
foreign countries — the United States, Great Britain, France, 
Belgium, Switzerland, Italy, Holland, and Sweden. Each of these 
countries except the United States had an import balance in its 
trade with Germany. Thus all but the United States were able, 
through clearing arrangements, to get payment on these bonds. 
Time after time the United States protested the discrimination, but 
was unable to get equality of treatment for its bondholders. 

Discrimination against American bondholders was also involved 
in the initial readjustment plans developed for Hungary and 
Poland. In both cases the Department of State intervened to the 
advantage of the American bondholders. 

The government has farticifated in arranging settlements 
for exfrofriated American froferties abroad. 

Political changes, labor unrest, nationalistic ambitions, resent- 
ment toward the apparent success of foreign enterprises, and fear 
of foreign domination, have led some governments to expropriate 
foreign-owned properties under their jurisdiction. American com- 
panies have been the victims of seizure in Russia, Mexico, Bolivia, 
Fascist Italy, and recently in various countries of eastern Europe. 
In all of these cases the State Department has participated— or is 
now participatmg — in efforts to reach a settlement. 

The Mexican constitution of 1917 proclaimed the principle that 
the land and the economic resources beneath it might be taken over 
by the nation and, within a year, several foreign governments had 
lodged complaints against this attack on the property rights of 
their nationals.® 

At the time, the government of the United States was unable to 
take part in the controversy because diplomatic relations between 
Washington and Mexico had been severed in April 1914. When 
relations were resumed in August 1923, it was on the basis of a 

” See pp. 150-53 above, also American Petroleum Interests in Foreign Countries, 
Hearing:s before a Special Senate Committee Investigating Petroleum Resources, 
79 Cong. I sess. pp. 21, 87-gi, 247, 249-51, 316. Expiopriation of land had 
begun even before 1917, while the oil properties were taken over in 1938, 
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settlement that included agreements with regard to American in- 
vestments in land, mining, and oil. From that time forward Ameri- 
can investors in such properties made frequent calls on their govern- 
ment for protection against Mexican legislation affecting them. 
When terms and conditions of payment were finally reached (re- 
garding land in 1941, and oil in 1943), considerable dissatisfaction 
was shown by American investors, particularly by the oil com- 
panies.® According to their records the settlement cost the oil 
companies a loss of more than 75 per cent of the value of their 
Mexican properties.' The government, on the contrary, expressed 
satisfaction that; “The American interests affected were promptly 
and energetically protected.”® 

According to the records the Bolivian settlement for expropri- 
ated oil properties (dated January 27, 1942), also arranged by the 
State Department, closely approximated confiscation. The amount 
allowed the company was only $1,500,000, plus $230,000 interest, 
for properties that the year before had been valued on the 
books of the company at $17,000,000.® It may be noted that on 
January 28, 1942, plans for forming the Bolivian Development 
Corporation were reported from Rio de Janeiro (where the Ameri- 
can conference of foreign ministers was held), stating the funds 
would be furnished by the Export-Import Bank. In December of 
the same year a contract giving Bolivia 15.5 million dollars for 
development purposes was signed in Washington by the president 
of the Export-Import Bank and representatives of Bolivia.^® 

The comment of one writer on the work of the State Depart- 
ment with regard to Mexican and Bolivian oil was as follows: 
“There was a growing awareness in the Department (from 1941) 
that government help had been extended only after a crisis had 

“On the 1941 settlement see an editorial in Tfie Commercial and Financial 
C/iromclej Nov. 27, 1941, p. 1219. 

'' American Petroleum Interests in Foreign Countries, Heaiing-s, pp. 21, 247. 
See also value repotted by the U S. Department of Commeice, American Direct 
Investments in Foreign Countiies m igi6, p. 12, compaied with terms of settlement 
given on page 153 above. 

“ The same, p 316. 

“ The same, pp. 84, 248-49. 

“ The Commercial and Financial Chronicle, Feb. 12, 1942, p. 672; Jan. 14, 

1943, P- 200. 
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arisen, and too late to deal with it effectively, . . On the same 
subject the general counsel of Standard of New Jersey testified 
before the Special Senate Committee on Petroleum Resources as 
follows: “American oil industry experience . . . teaches that the 
chief problem now facing us is not any longer how to acquire initial 
rights abroad, but how to make secure those which we now hold 
or which we may subsequently acquire.’”^ 

Recent exfr of nations raise new and comflicated 
frohlems for the State Defartment. 

At the present time the State Department is faced with uncer- 
tainty concerning American investments in those portions of Latvia, 
Estonia, Lithuania, and Finland transferred or expected to be trans- 
ferred to Russia. There has been expropriation of American proper- 
ties in the nationalized industries of Czechoslovakia, Poland, and 
Yugoslavia and, during the war, seizure of American properties by 
the Fascist government of Italy. There has been seizure of Ameri- 
can-owned properties in Germany and in eastern Europe in satis- 
faction of reparation claims against Germany under the terms of the 
Yalta and Potsdam agreements. On some of these problems 
progress is now being reported. 

Italian legislation has already been passed returning to American 
owners properties seized during the war.'^* The Czechoslovak gov- 
ernment, prior to the recent change in government, expressed 
willingness to pay for what it had taken, and negotiations were then 
under way to determine the amount to be paid. In Poland it has 
been announced that American citizens adversely affected by the 
nationalization of industry in Poland will be compensated on the 
same basis as Polish citizens.’-^ In Yugoslavia under the nationaliza- 
tion decree of December 6, 1946, all industrial and business enter- 
prises of economic importance have been taken over by the state, 
but the question of payment to foreigners who owned or had an 
interest in any of the nationalized properties still remains un- 

American Petroleum Intel ests in Foreign Countries, Heaiing-s, p. 313. 

“The same, p 329 

“ Samuel L. Shaip, Nationalization of Key Industries in Eastern Etirofe 
(i94«), pp. 23, 24, 46-47. 
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settled/^* At the same time Yugoslavia has demanded return of 
assets in the United States frozen during the war. To this the 
United States has countered with a demand for a general settle- 
ment that would provide compensation for the United States 
government and its nationals for their losses and expenditures. 

Russia has agreed to pay Canada 20 mdlion dollars for nickel 
properties belonging to the International Nickel Company of 
Canada and the Mond Nickel Company— located in the part of 
Finland annexed by Russia. These are Canadian companies in 
which there is a large American investment.’’® In Austria, Romania, 
and Hungary American oil companies have large investments 
that, for all practical purposes, are under Russian control. But the 
Russians have tacitly admitted that title to the properties is still in 
the American companies.’® 

II. POLICIES TOWARD NEW FOREIGN INVESTMENTS 

In the main the government of the United States has favored 
American investment abroad, both portfolio and direct, and on 
occasion has strongly supported Americans seeking new foreign 
concessions. However, it has sometimes imposed controls, and even 
embargoes, on the sale of new foreign securities — with a view to 
protecting the investor or the “national interest.” 

The “o'Pen dooF* and protection of existing 
holdings have encouraged new commitments. 

The doctrine of the “open door” has been developed by the 
United States in opposition to the “spheres of influence” doctrine 
advocated by the great European powers. Originally formulated 
to meet the claims of European countries to exclusive trade ad- 
vantages in certain parts of China, the American policy was later 
applied to investment opportunities in China and all over the 
world. It was interpreted to mean equal opportunity for American 
capital to participate with capital from other investing countries in 

’* United Nations World, March 1948, p 54. 

^American Peti oleum Interests m Foreign Countries, Hearings, pp. 104, 328. 

World Refott, Jan. 28, 1947, p. 215 Ne<iv York Times, July 18, 1946, Feb. 
25, 1947. 



228 GOVERNMENT POLICIES 

developing world resources and in furnishing loan capital to foreign 
borrowers. Since the turn of the century, the government has 
assisted American enterprises in obtaining foreign concessions in 
many countries but, as Chapter VII shows, many doors still remain 
closed. 

Oil has attracted special attention because of its importance in 
both war and peace. The heavy military and naval demands of 
World War I aroused anxiety regarding America’s future supply 
of this power mineral. In 1920 the director of the United States 
Geological Survey warned of an impending shortage of oil in the 
United States and urged the government “. . . to give moral 
support to every effort of American business to expand its circle 
of activity in oil production. . . Similar warnings came from 
other sources. Therefore, for more than a decade following World 
War I, the government advocated and actively supported the 
foreign expansion of American oil companies. 

During this period the government was particularly concerned 
with the closed door policies that barred American companies 
from participating in the development of the oil of the Middle 
East— from Iraq, Bahrein, and Kuwait. The oil of Iraq was the 
subject of the Anglo-French agreement signed at San Remo April 
1920 under which American oil companies would have been ex- 
cluded from this recently organized British mandate. The United 
States vigorously protested this exclusion, demanding equality of 
treatment for American capital. Finally, in 1928 the question was 
settled, with American companies assigned a 23J4 per cent interest 
in the international corporation organized to develop that field.’® 

Similar situations were faced in Bahrein and Kuwait, semi-inde- 
pendent Arab states whose foreign affairs are conducted by the 
British. Here American companies were met by the British 
‘‘nationality clause” which prevented them — or anyone except a 
British subject or firm — from obtaining concessions. After a year of 
negotiations (March 1929-May 1930) the State Department suc- 

American Petroleum Intereits in Foreign Countries, Hearings, 79 Cong, t 
sess. (1945), PP. 2991 323- 

The same, pp. 304-05, 3085 also Foreign Conttacts Act, Joint Hearings 
before a Subcommittee of the Senate Committee on the Judiciary, 79 Cong. 

I sess,, p. 159. 
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ceeded in opening the door for a Standard of California concession 
In Bahrein. Negotiations regarding concessions in Kuwait extended 
from November 1931 until December 1934 when a concession was 
granted to the Kuwait Oil Co., which was 50 per cent British 
(Anglo-Persian Oil Co.) 50 per cent American (Gulf 011 ).^® 
During the 1920’s the State Department also protested against 
the closed door policy of the Netherlands government with regard 
to oil in the Netherlands Indies. To open that door to American 
companies, the government took retaliatory steps against a Royal 
Dutch subsidiary opei'ating in the United States.^" 

American investment in foreign I'ubber plantations has also been 
favored by the government — by President McKinley’s message to 
Congress in 1899 and by the hearings before a congressional com- 
mittee in 1926.“’ However, as early as 1926 the possibility of syn- 
thetic rubber production was considered, and when the rubber 
shortage and supply problem was discussed by a Senate committee 
in 1947, the problem of American-owned foreign plantations had 
lost some of its urgency. There had been a shift in emphasis from 
foreign-grown natural rubber to the domestically produced syn- 
thetic product. But the purpose remained the same, to advance a 
policy that would best serve the national interest. 

The State Defartment has sometimes advised American 
hankers against making certain foreign loans. 

The governments of lending countries have long exercised con- 
trol over foreign lending as an adjunct to diplomacy. In France a 
loan must have the permission of the Minister of Finance before 
It can be admitted to quotation on the Paris market, a requirement 
that has been used to gain trade concessions and diplomatic alliances. 
In Britain — in addition to the controls imposed on foreign lending 
as a means of protecting the pound — the government has some- 
times intervened to prevent issue of a loan in conflict with public 
policy, or to help some private group acquire an important foreign 

American Petroleum Interests m Foreign Countries, Hearings, pp. 23-24. 

The same, pp. 22, 307-0S. 

” Crude Rubber, Coffee, Etc., Hearings befoie House Committee on Interstate 
and Foreign Commerce, 69 Cong, i sess. Synthetic rubber was considered at the 
hearings — see p. 343. 
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concession. By passage of the Colonial Stocks Act it has also facili- 
tated loans to British colonies and dominions,-® In the United States 
the government has long followed a policy of indicating its ob- 
jections, if any, to the flotation of new foreign issues. Such govern- 
ment opposition has been accepted by the banks as sufEcient reason 
for breaking off negotiations with regard to the loan in question. 

In the years preceding World War I there were only a few cases 
in which the government of the United States exerted or threatened 
a veto on a proposed foreign loan. In 1921, however, the govern- 
ment requested the bankers to keep the State Department informed 
regarding all prospective foreign loans. According to the Secretary 
of the Treasury, Andrew Mellon, this policy was adopted as a way 
of dealing with probable defaults on the American war loans to the 
Allies.®'’ This policy was formalized by the passage of the Johnson 
Act in 1934, following actual default on the loans.®^ The loan em- 
bargoes have also been used for various other purposes. For 
example, in 1925 the Department of State disapproved a loan to 
Sao Paulo for coffee valorization, also a loan to the German Potash 
Syndicate— on the ground that these loans would have given aid to 
foreign raw-material monopolies whose price policies were under 
criticism in the United States. Until passage of the Securities Act 
of 1933, however, the capital embargo had not been applied in the 
United States to prevent fraudulent investments. 

Legislation controllmg new foreign issues 
followed the market crash of igag. 

The Securities Act of 1933, which is concerned principally with 
the original issue of securities, requires the filing of registration 
statements in connection with new loans of foreign governments and 
foreign corporations as well as domestic corporations. The schedule 
used for foreign issues calls for the following information: the 

“ Such loans, if they conform with ceitain Treasuiy regulations, become eligi- 
ble for purchase by trust bodies and institutions, and theiefore are able to com- 
mand a wider market and better terras than securities not on the tiustee list 

“"Williams, Economic Foreign Policy of the United States, pp 87-99, 
leferences cited. In 1927 the State Department approved a French refunding 
issue although it continued to veto new issues of the French goveinment because 
that countiy’s war debt was still unsettled. 

See also Chap. 7, p. 145. 
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purposes of the issue j the amounts and the character of existing 
and prospective debts of the issuer; any defaults which may have 
occurred within 20 years prior to the time of filing; receipts and 
expenditures; and details concerning the underwriting, pricing, 
and expenses of the issue. The purpose of this statement is to pro- 
vide the prospective investors with all relevant information concern- 
ing a new issue, and so prevent the sale and purchase of fraudulent 
securities. 

The Securities and Exchange Commission may refuse to permit a 
registration statement to become operative If the statement appears 
to be “incomplete or inaccurate in any material respect.” And until 
the registration statement is accepted by the Commission, the mails 
and other interstate transportation and communication facilities 
cannot be used for transactions In a given security. In case of a new 
issue intended for sale in the United States, this provision gives 
the Commission power to obtain disclosure of all facts affecting the 
loan — or to bar the issue from the American market. But it has 
proved ineffective in the case of foreign bonds offered in lieu of 
cash interest payments. 

On two occasions the German government filed statements with 
the Commission covering bonds to be issued to holders of defaulted 
dollar bonds of German states, municipalities, and corporations — 
for 69 million dollars in September 1936, and for 73 million 
dollars in March 1939. The Commission noted that the statement 
filed was incomplete as it failed to give information concerning the 
short-term debt contracted by the Reich in the form of advance-tax 
certificates, employment-creation bills, interest-subsidy certificates, 
and other government bills.®® But if dealing in these funding bonds 
had been prohibited, the penalty would have fallen on American 
holders of the defaulted bonds rather than on the German govern- 
ment. The Commission therefore permitted dealings in the securi- 
ties, but issued a long statement explaining the efforts It had made 
to get complete information regarding the German budget and 
short-term debt. 

“ 7’//e Commercial and Financtai Chronicle, Mar. 6, 1937, p 1487; Mar. 11, 
1939, p. 1371, Securities and Excliang’e Commission, Repo/t on the Study . . . 
0/ Protective and Reorganization Committees, Pt. 5, p. 4.32. See also pp. 222-24 
of this chapter. 
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The government is sometimes urged to guarantee foreign 
loans thereby increasing their salability. 

It is sometimes argued that if the United States government 
would guarantee payment of principal and interest on foreign 
bonds, such bonds would find a ready and wide market among 
private investors at home and abroad. While the government of 
the United States has refused to adopt such a policy, it is of inter- 
est to review the experience of other countries that have guaranteed 
foreign loans. 

The debt records of many countries show that some loans floated 
by their provinces and municipalities have been guaranteed by the 
central government. Also loans issued by colonial governments are, 
as a rule, guaranteed by the government of the empire country 
concerned. Such arrangements are mainly family matters. In case 
of a threatened default the guarantor is in a position to choose 
whether it will exercise pressure on the delinquent member of the 
family or will itself shoulder the burden of the unpaid obligation. 

The records also show a comparatively few cases of loans 
guaranteed for governments outside the immediate family of the 
guarantor. Probably the most notable of these have been the 
guaranteed loans floated by Austria, Greece, Turkey, and Egypt 
during more than a century preceding World War I, and loans 
floated by Austria, Poland, and Czechoslovakia in the interwar 
period. 

I. Loans to Greece. A loan to Greece was guaranteed by Britain, 
France, and Russia in 1833. This was shortly after Greece, with 
the aid of these three powers, had fought for and gained its inde- 
pendence from Turkey and had constituted an independent king- 
dom under the protection of the same three powers.^" For many 
years the Greek government paid little or nothing on this loan, 
service being met by the guarantors until about 1871 when the 

“in spite of tliis guarantee, this loan was never listed on the London Stock 
Exchange because two Greek loans floated m 1814 and 1825 were already in 
default. Corporation of Foreign Bondholders, Annual Refoit for 1923, p. 169. 
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guarantors paid off the amount of the debt still held by the public. 
Thereafter Greece made regular payments on the debt to the 
British and French governments. 

Another war, this time to free the Island of Crete from Turkish 
rule, was successfully waged by Greece in 1897-98, again with 
the aid of Britain, France, and Russia, Again, the end of the war 
was followed by a loan guaranteed jointly and severally by these 
governments. This time an international commission was set up 
to take over partial control of Greek finances, including collection 
of revenues pledged as security for various foreign loans. In this 
way payments on the loan were provided from Greek sources 
until the great depression intervened. Since 1932 the British and 
French governments have met interest and sinking fund payments 
under theif guarantees, but part of the amount paid by them has 
been repaid by Greece. Russia repudiated its obligation under this 
guarantee, along with all outstanding Russian government debts, 
following the revolution. 

2. Turkish loan. A loan to Turkey was arranged in 1855 — near 
the close of the Crimean War — with interest guaranteed by the 
British and French governments. It appears that Turkey did not 
meet sinking fund payments after the spring of 1875. Interest on 
the debt was usually paid by Britain from tribute that Egypt re- 
mitted for Turkish account direct to the Bank of England — but 
sometimes was paid from English resources. Settlement of the 
Ottoman debt following World War I released Turkey from all 
liability under the loan and allocated part of this guaranteed debt 
to Egypt and the rest to Great Britain. The Egyptian portion has 
now been paid in full, and service on the rest is being met by the 
British government, 

3. Lo(m to Egyft. Egypt in 1885 floated a foreign loan of 9 
million pounds sterling, guaranteed by six great powers, Britain, 
France, Austria-Hungary, Italy, Germany, and Russia. Of the 
total, 4 million pounds were used for meeting the expenses in- 
volved and the indemnity assessed in connection with a revolt 
against foreign control over the country’s finances — a revolt that 
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was brought to an end by British occupation of Egypt in 1882. The 
rest of the loan proceeds were used for irrigation and other Egyp- 
tian government expenditures. Throughout the history of this loan 
payments were promptly met. And throughout its history it was 
administered by the Public Debt Commission — or Cmsse de la 
"Dette — a body made up of one representative from each of the 
guarantor countries. In 1943 the portion of the loan still outstand- 
ing was paid off in full.®’' 

4. Loans to Austria. At least five Austrian government loans 
have carried the guarantees of foreign governments. Two loans 
totaling 5.6 million pounds were made through a British firm and 
guaranteed by the British government in 1794 and 1795. In the 
words of one narrator, these loans . . proved to be in fact British 
securities.” Following long-standing default, the claims of British 
bondholders were settled for 2.5 million pounds, or about half the 
face value of the bonds. A loan floated in London the following 
year (1824) provided the funds required under the terms of the 
settlement.®® 

The first guaranteed Austrian loan of the interwar years was 
issued under the auspices of the League of Nations in 1923 (due 
1943) in Great Britain, the United States, Austria, Czechoslovakia, 
France, Italy, Switzerland, Sweden, Belgium, and Holland. The 
participation of the several countries ranged from Britain’s 51.7 
million-dollar portion to Holland’s 900 thousand. Eight govern- 
ments guaranteed this loan as to principal, interest, and redemption 
payments, (and deposited their own bonds with the national bank 
of Switzerland as trustees for the loan), in the proportions indi- 
cated by the following table: 

A good account of Egyptian debt history from 1863 to 1913 is given in 
Herbert Feis, E-urofe- The World^s Banker^ iSyo-igi^ (1930), pp. 382-97, For 
subsequent years see Moody’s Go’oermnenl and. Muniapals, i^^o, and the Coi- 
poiation of Foieign Bondholdeis, Annual Report fot 1^43 See also Feidinand 
Schevill, The History of the Balkan Peninsula (1922), pp 440-43. 

“Leland Hamilton Jenks, The Migration of British Capital to iSys (1927), 
p. 348, note 14. 
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Great Britain 

Czechoslovakia 
Italy 
Belgium 
Sweden 
Denmark 
Holland . 

Total ... . 100 

This loan helped Austria establish and maintain financial and 
monetary stability for about a decade, but by 1933 the country was 
again in difficulty. 

To ward of default on the external loans of the country, another 
guaranteed loan was issued in 1933 (due 1953). The list of coun- 
tries participating in issuing this loan was the same as in 1923 
except that the United States, Austria, and Sweden were not in- 
cluded. Principal and interest on the loan was this time guaranteed 
by the respective governments of the countries of issue, with no 
joint guarantee involved.^” Service on the British, French, Belgian, 
and Dutch portions of the loan has been paid out of funds 
provided by the guarantor governments concerned. No payments 
on other portions of the loan appear to have been made since 
January i, 1940. 

In December 1934 threatened default was again prevented, this 
time by the guaranteed conversion loan of 1934 (due 1959) issued 
to convert the 1923 loan to lower rates of interest. The participat- 
ing and guarantor countries were the same as in 1923 except that 
Spain took a portion, guaranteed by the Spanish government, and 
that no part of the loan was offered for cash in the United States. 
The Swiss government subscribed directly for a portion of the 

“The Swiss portion was not offered to the public but was taken diiectly by 
the Swiss government. The Netherlands portion is held by two Netherlands 
government pension funds. Corporation of Foreign Bondholders, Annual Refort 
for p. Z5. 
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loan and did not join the guarantor group/® In December 1939 
and Jater years holders of the Belgian, British, Dutch, French, 
Swedish, and Swiss portions of the loan have received partial pay- 
ment of the amounts due them, funds for the purpose being pro- 
vided by certain of the guarantors. Interest on the Spanish portion 
of the loan has been paid in full by that government. Information 
regarding the bonds issued in other countries is not available. 

5. Loan to Poland, A Polish government loan issued in Italy in 
1924 was guaranteed by the Italian government in case an armed 
invasion prevented Poland from meeting service on the issue. 
During the depression Poland found it difficult to meet its foreign 
obligations and in 1937, under an arrangement with the Italian 
government, agreed to deliver coal to Italy to meet service charges 
on this loan as well as certain commercial obligations. The follow- 
ing year payment was made partly through a trade arrangement, 
partly from the reserve fund for the loan. With Germany’s in- 
vasion of Poland, the Italian government became liable under the 
terms of its guarantee. 

6. Loan to Czechoslovakia. A loan to the Czechoslovakian gov- 
ernment issued in France in 1932 and the refunding issue that re- 
placed it in 1937 (due in 1942) were both guaranteed — principal 
and interest — by the French government. The war undoubtedly 
prevented Czechoslovakia from meeting payment on the loan, but 
we have no information concerning the action taken by the govern- 
ment of France. 

Of the loans considered above, 6 were Issued prior to World War 
I and 6 in the interwar period. Of those Issued before the fii-st 
World War, 3 were loans on which the guarantor governments had 
to meet a considerable part of the payments made to bondholders ; 
the other 3 were loans on which performance was entirely or 
reasonably satisfactory, perhaps because they were administered by 
representatives of the guarantor governments. Of the 6 issued 

Bonds of the three loans were issued in the currencies of the seveial partici- 
pating^ countiies. Further details regarding the Austrian loans aie given in The 
Royal Institute of International Affairs, The Problem of International Investment 
(1937), pp. 239-41 -y Kimber's Record of Government Debts (1934) i Corpoiation 
of Foreign Bondholders, Annual Refort for rp44. Moody's Governments and 
Mnmcipals, 1540; the same, 2947. 
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during the interwar period', 2 were refunded by new guaranteed 
loans. The other 4 were forced into default by German invasion. 
However, the evidence indicates that, barring the invasion, Poland 
and Czechoslovakia would have been able to meet their debt pay- 
ments, while Austria’s financial situation was so precarious that 
eventual default probably could not have been avoided. 

m. OPERATIONS THROUGH THE INTERNATIONAL BANK 

The International Bank and Fund were planned as important 
postwar aids for getting the wheels of industry and trade turning 
again throughout the world. Two great wars and a depression had 
disrupted and dislocated the intricate financial mechanism by which 
the exchange of goods and services everywhere had long been 
organized and balanced. The purpose of the Bretton Wood Con- 
ference was to devise ways of repairing this control mechanism and 
putting it in operating condition; The Fund was set up to deal with 
the problem of currency stablization and of freeing the flow of 
trade from obstacles such as clearing arrangements, bilateral trade 
agreements, and blocked currency accounts. The Bank’s special task 
is to encourage private investors to participate in supplying long- 
term capital needed for restoring and increasing the productivity 
of devastated and undeveloped areas. As a member of the Bank the 
United States will co-operate with 44 or more other member 
nations. 

There are three ways in which the 
Bank may make or jacilitate loans. 

The Articles of Agreement provide that the Bank may lend its 
own funds,”’ it may lend funds that it has borrowed in the markets 
of member countries j and it may guarantee loans made through 
the usual investment channels.®” The amount that may thus be 
made available to member countries through the Bank’s loans and 

“ But the Articles of Agreement piovide that before it can lend the currency 
received from a member in payment on its subsciiption, the Bank must have the 
approval of the member concerned. See Art. 2, sec. 7 (i), Art. 4, sec. 2 (a). 

The Bank may borrow funds only if it has “the approval of the membei in 
whose market the funds are raised and the membei in whose currency the loan is 
denominated. . . .” Art. 4, sec. i (b) . 
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guarantees must not at any time exceed the total of its unimpaired 
subscribed capital plus its reserves and surplus. 

As pointed out on p. 197 above the Bank’s authorized capital 
stock IS 10 billion dollars, but the total amount now subscribed in 
less than this — ^roughly 8.2 billion dollars. Against this there is an 
operating deficit, scaling down by this amount the upper limit set 
on the Bank’s operations. The governments that hold stock in the 
Bank have now been called upon to pay 20 per cent of their re- 
spective subscriptions.’*'* This has fuimished the Bank with roughly 
1.5 billion dollars of gold and currency combined. The other 80 
per cent is subject to call when required to meet obligations of the 
Bank created by making or participating in direct loans out of the 
Bank’s own or borrowed funds, or by guaranteeing loans made by 
private investors.^** 

The Bank’s ability to meet obligations on the securities it has 
issued and on securities it has guaranteed is assured by this right to 
call on its stockholders for additional funds up to the point where 
they have made full payment of the issue price of the shares they 
hold.®” Such calls may be sent out “In cases of default on loans 
made, participated in, or guaranteed by the Bank,” provided the 
Bank’s reserves, surplus, and other capital already available are 
insufficient for the purpose.**' Payments “may be made at the option 

” As of June 30, 1947 this amounted to $1,063,805, offset by $33,425 set 
aside as a special leseive for meeting certain obligations of the Bank. 

’* Payments aggregating 4 9 million dollais have been postponed by 6 coim- 
tiies, under Art. 2, sec 8, (a) (i) of the Bank’s chaiter which piovidos that 
“any original member of fhe Bank whose metropolitan territory has suffered fiom 
enemy occupation or hostilities during the piesent war shall be granted the right 
to postpone payment of one-half per cent [of its gold and dollar subscription] 
until 5 years after [the date fixed for payment].” 

™The same. Art 2, sec 55 Art. 4, sec i (a) (ii) and (iii). 

““Liability on shares shall be limited to the unpaid portion of the issue puce 
of the shares ” The same. Art. 2, sec. 6 

” “. . . the Bank may call an additional amount of such unpaid subscriptions 
not to exceed m any year one percent of the total subscriptions of the meinbeis 
for the following purposes, (i) To redeem prior to maturity, or otherwise dis- 
chaige its liability on, all or part of the outstanding principal of any loan 
guaianteed by it in respect of which the debtor is m default. (11) To repurch.ase 
or otheiwise discharge its liability on, all or part of its own outstanding 
boirowings.” The same. Art. 4, sec. 7 (c). 
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of the member either in gold, in United States dollars, or in the 
currency required to discharge the obligation of the Bank for the 
purpose for which the call is made.”’® This is expected to obviate 
foreign exchange dilFiculties that otherwise might arise in connec- 
tion with future calls. 

The Bank’s Articles of Agreement require that the calls on 
unpaid subscriptions must be “uniform on all shares.” That is, all 
shareholders will be called upon to make the same percentage pay- 
ment on their respective subscriptions.®® But “. . , in case some 
members fail to respond to a call on their subscriptions, the Bank 
may [according to an opinion of the Bank’s counsel] continue to 
make pro rata calls, up to the full amount of its capital subscribed 
and unpaid, until the amount received by the Bank is sulEqient 
to meet its obligations for funds borrowed by it or on guarantees 
made by it.”^® Optimism regarding response to calls is supported 
by the fact that, except for the intergovernmental debts of World 
War I, 85 per cent of the Bank’s capital represents countries (in- 
cluding the United States) that have never defaulted on their 
bonded debt. 

An important junction of the Bank will be to 
frotect the interests of weak borrowers. 

The investment character of a foreign loan depends primarily 
on the borrower’s capacity to meet payments on the loan. This in 
turn depends on the outlook for receipts or earnings in the currency 
of the borrower’s own country, and on the ease with which this 
domestic currency can be exchanged — directly or indirectly— for 
the currency in which the debt must be paid. If the borrower is a 
government, this means that its budgetary position must be reasona- 
bly satisfactory, and its economic and political situation relatively 
stable. If the borrower is a foreign corporation, its earning capacity 
and also the outlook for transferring payments to the foreign in- 
vestor must be considered. 

’“The same, Art. 2, sec. 7 (li). 

“The same, Art. 2, sec. 5 (ii)- 

““ From an address by Eugene Meyer, “The World Bank — Its Aims and 
Inipoitance,” The Commetaal and Financial Qhronicle. Dec. rg, i94(S, p. 32^9. 
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Somewhere between loans that would generally be given a high 
rating and those that promise nothing but default, there are many 
whose future is clouded by questions that only time can answer. 
In the past the world’s great financial markets have followed a 
practice of granting many such doubtful loans, but on terras that 
were burdensome enough to make eventual default practically 
certain. An effort was made to compensate for high risks by charg- 
ing high rates of return. This sometimes made default inevitable 
on loans that otherwise might have paid off. It therefore resulted 
to the disadvantage of both the borrower and the lender. Problems 
presented by such prospective loans of somewhat doubtful character 
were considered at Bretton Woods, and agreements were reached 
providing safeguards for borrowers with low or relatively low 
credit ratings. 

The Bank may guarantee, in whole or in part, loans made 
through the ordinary channels of private investment (or may itself 
make loans) provided certain conditions are met. Among these 
conditions are the following; The loan project under consideration 
must be recommended by a competent investigating committee, 
due regard being given to the probability that interest and amorti- 
zation charges will be met. However, the loan must be one that, in 
the opinion of the Bank, could not be floated under prevailing 
market conditions on terras reasonable for the borrower.’*’ It is 
expected that high-grade loans will continue to be issued through 
the usual private investment channels. 

The Bank’s power to make or guarantee loans is restricted to 
issues for its own members or for borrowers whose payments on 
principal and interest account are guaranteed by a member. But, 
the membership group is large enough to include most of the 
borrowers whose loans, although involving a considerable degree 
of risk, might be classed as investments. 

“ Art 3, sec. 4 of the Atticles of Agreement of the International Bank for 
Reconstruction and Development. 
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In the United States many instUuMnal investors are 
frohibited from 'purchasing the BanJds securities. 

It is expected that eventually the Bank will market its securities 
in a number of countries. However, a preliminary investigation by 
the Bank has indicated that for the present most of its funds must 
be obtained in the United States. The large institutional investors 
of the United States are expected to furnish the principal market 
for the Bank’s securities. To aid the work of the Bank, some states 
recently have taken legislative action to permit purchase of its 
securities by insurance companies and savings banks." 

Mutual savings banks, with total assets of about 17 billion 
dollars, operate in 17 of the 48 states of the union." As of Novem- 
ber 1946 the laws of four of these states (having 62 per cent of the 
total assets of such banks) would permit investment in the Bank’s 
obligations. These are New York, where eligibility legislation was 
enacted in the spring of 1946, Delaware, Maryland, and, with some 
restrictions, Pennsylvania." Since then Connecticut has been added 
to the list.^® In Wisconsin the State Banking Commission has for- 
bidden state banks and trust companies to invest in any foreign 
securities.^® 

The commercial banks of the country, with capital and surplus 
of well over 7 billion dollars, are in general permitted to invest 
up to 10 per cent of their capital and surplus in securities of invest- 
ment quality of a single issuer. So far as national (commercial) 
banks are concerned, the Comptroller of the Currency announced 

Sec International Bank, First Annual Report by the Executive Duectors, Sept 
27, 1946, p. 10, for a general description of the situation existing in 1946. For 
the situation 9 months later, see Memorandum vuth Regard to the Legality of 
Bonds for Investment, published by the Bank under date of July 14, 1947 

The following statements regarding legal eligibility are based on the Wall 
Street Journal, Nov. 13, 1946, p 5, The Commended and Financial Chronicle, 
Dec, 12, 1946, pp. 3070-71 

*'Wall Street Jomnal, Nov. 13, 1946. 

'^Memorandum, published by the Bank, July 14, 1947. 

“ Wall Street Journal, Nov. 29, 1946. 
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on May 29, 1947 that the debentures of the International Bank had 
been placed on the permitted list/^ In 12 states no investment in 
the Bank’s securities by state banks is permitted, but these account 
for only 6 per cent of the total for all commercial banks. 

According to the memorandum published by the Bank under 
date of July 14, 1947, there are ten states whose laws permit 
purchase of the Bank’s securities by insurance companies. These 
are: Connecticut, Florida, Maine, Maryland, Nebraska, New 
Hampshire, New Jersey, New York, Pensylvania, and South Caro- 
lina. Together the life insurance companies of these states account 
for almost 72 per cent of the 44.5 billion dollar assets for the 
country as a whole. In New York permissive legislation was 
adopted in April 1947. Under the new law a New York life in- 
surance company may invest up to 5 per cent of its admitted assets. 

As a member country, the United, States shares responsibility 
for the Bankas foUcies as they affect investors. 

The quality of the securities the Bank offers to investors in the 
United States and elsewhere will depend on policies adopted with 
regard to loans. In the first instance the Bank’s lending policies are 
determined by the Articles of Agreement. These prescribe in broad 
terms the conditions under which loans may be granted or guar- 
anteed. Quite as important will be the decisions reached on many 
matters of detail as the Bank’s lending operations progress. As the 
Executive Directors point out: . . development of definitive 

policies in substantial detail can only be intelligently undertaken 
in the light of loan applications which shall be received.”'’® 

The general provisions covering the granting and use of loans 
are presented in Article III of the Articles of Agreement. Section 4 
of this Article specifies that the Bank may guarantee or make loans 
to member countries — also to political subdivisions thereof, or to 
enterprises in the territories of a member — providing the following 
conditions are met: 

’’Treasury Department press release, May 29, 1947. 

“ Inteinational Bank, First Annual Meeting of the Board of Governou, Pro- 
ceedings and Related Documents (Oct. 29, 1946), p. 27. 
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( 1 ) When the proposed borrower is a political subdivision of a mem- 
ber country, the proposed loan must be fully guaranteed as to principal, 
interest, and other charges by the member country concerned or by the 
central bank or some comparable agency of the member which is ac- 
ceptable to the Bank. 

(2) The Bank is satisfied that in the prevailing market conditions 
the borrower would be unable otherwise to obtain the loan under condi- 
tions which in the opinion of the Bank are reasonable for the borrower. 

(3) A competent committee has submitted a written report lecom- 
mending the project after a careful study of its merits. The committee 
for each project shall include an expert selected by the governor repre- 
senting the member in whose territory the project is located and one 
or more membeis of the technical staff of the BanL'“’ 

(4) In the opinion of the Bank the rate of interest and other charges 
and the schedule for repayment of principal are reasonable and appro- 
priate to the project. 

(5 ) In making or guaranteeing a loan, the Bank shall pay due 1 egaid 
to the prospects that the borrower (or the guarantor) will be in a position 
to meet its obligations under the loan; and the Bank shall act prudently 
in the interests both of the particular member in whose territoiies the 
project is located and of the members as a whole. 

(6) In guaranteeing a loan made by other investors, the Bank shall 
receive suitable compensation for its risk. 

(7) Loans made oi guaranteed by the Bank shall, except in special 
circumstances, be for the purpose of specific projects of reconstruction or 
development. 

Provisions covering the use of loans guaranteed, participated in, 
or made by the Bank, are set forth in section 5 of Article III: 

(1) The Bank shall impose no conditions that the proceeds of a loan 
shall be spent in the territories of any particular member or members. 

(2) The Bank shall make arrangements to ensure that the proceeds 
of any loan are used only for the purposes for which the loan was 
granted, with due attention to considerations of economy and efficiency 
and without regard to political or other non-economic influences or con- 
siderations. 

(3) In the case of loans made by the Bank, it shall open an account 
in the name of the borrower and the amount of the loan shall be credited 
to this account in the currency or currencies in which the loan is made. 

“ The provision regarding- membeislilp of the loan committee is fiom Alt. 5, 
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The borrower shall be peimitted by the Bank to draw on this account 
only to meet expenses m connection with the project as they are actually 
incurred. 

Article IV, section i (b) gives members of the Bank control over 
issues floated in their markets or currencies. This raises questions 
regarding the aggregate amount that the United States will eventu- 
ally authorize for issue in dollars and in the United States. 

Questions regarding the rate of interest to be charged and the 
type or types of securities to be issued are not considered in the 
Articles of Agreement. They are among the details to be decided as 
the loan policy of the Bank emerges. 

At the request of the United States'"" the Bank has officially de- 
fined its power so as to include “authority to make or guarantee 
loans for programs of economic reconstruction and the reconstruc- 
tion of monetary systems, including long-term stabilization 
loans.”" This is interpreted to be an elaboration of the phrase “in 
special circumstances” which appears in paragraph 7 of section 4, 
Article III. It gives the Bank wide discretion in passing on loan 
applications, and thereby adds to its responsibilities. Also, it 
promises to increase the difficulties of administering provisions in 
section 5 under which the Bank must “ensure that the proceeds 
of any loan are used for the purpose for which the loan was 
granted,” and can permit the borrower to draw on its account with 
the Bank “only to meet expenses in connection with the project 
as they are actually incurred.” 

Successful administration of the Bank’s lending program will 
call for careful scrutiny of all loan projects in the light of adequate 
and pertinent information furnished by the prospective borrower 
and by the committees appointed to report on the respective 
projects considered. Once a loan has been made, the Bank must 
make every effort to assure its servicing. But in doing so it must 
take care not to infringe the sovereignty of the borrowing country. 

“Bietton Woods Agreement Act, 59 Stat. 512, sec. 12. 

Fit St Annual Meeting of Board of Governors, Proceedings a7id Related 
Docmnents, pp. 30, 40, 90. 
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The fact that the Bank’s membership is made up very largely of 
potential borrowers may make successful administration difficult. 
The fact that its membership is made up entirely of governments 
raises a policy problem of importance: whether the Bank will be 
guided in its decisions solely by the soundness of a proposed loan, or 
whether questions of international politics will affect its de- 
cisions. According to the Articles of Agreement, “The Bank and 
its officers shall not ... be influenced in their decisions by the 
political character of the member or members concerned. Only 
economic considerations shall be relevant to their decisions, . . 

The degree of risk affecting the Bank’s loans will depend largely 
on the observance of this requirement. 

“ Art. 4, sec. 1 o. 
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THE QUESTION OF DIRECT INVESTMENT 
BY GOVERNMENT 

It is sometimes suggested that the United States government 
itself should launch a program of developing the natural resources 
of some foreign countries or areas, or participate with private capital 
in such developmental enterprises. In many cases proposals of this 
kind are inspired by generous and unselfish motives — by a wish to 
improve living standards in foreign countries. Sometimes the pur- 
pose in view is to increase the country’s available supply of stra- 
tegic commodities, or to put the government of |he United States 
in active competition with some other government in the develop- 
ment of important natural resources located in a third country. 
But whatever the motive, proposals for government participation 
in business enterprises abroad raise questions regarding probable 
repercussions at home and abroad. 

Traditiomlly the United States government has not made 
or farticifated in foreign direct investments. 

In the foreign field even more than in the domestic, the United 
States has consistently favored the private enterprise system. 
American corporations have been encouraged to develop the agri- 
cultural, mineral, and other resources of foreign countries, but the 
government itself has not taken part in such activities. However, on 
at least two occasions the United States has faced definite proposals 
for the organization of a government corporation that would make 
direct investments abroad. Both of these proposals would have 
involved the government directly in the production of foreign oil, 
war experience having strongly emphasized the military importance 
of oil. Both were rejected. 

The first of these proposals to put the United States in the 
foreign oil business followed soon after the close of World War I. 
In May 1920 a bill was introduced in the Senate authorizing the 

*4,6 
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incorporation of a great government enterprise to iiandie oil ex- 
ploration and development in foreign countries^ This came at a 
time when American oil companies were faced by restrictions pre- 
venting them from operating in many areas controlled by Britain, 
France, and the Netherlands. At the same time foreign companies 
were free to exploit American oil i-esources on an equal footing with 
American companies. The unfairness of the situation was urgently 
brought to the attention of the government. While this contro- 
versy was in process, the bill in question was introduced but never 
got beyond the committee stage. 

A somewhat similar project was revealed to the country near the 
end of World War II by Mr. Harold Ickes, then Secretary of the 
Interior and president of the Petroleum Reserve Corporation (a 
wartime agency of the government). On February 6, 1944 he an- 
nounced that thi^government corporation had agreed to construct, 
own, and maintain a trunk pipe line system for the transportation 
of crude petroleum from oil fields in Saudi Arabia and Kuwait to 
the eastern Mediterranean. The proposal raised a storm of objec- 
tion, and the following June it was announced that the pipe line had 
been definitely abandoned as a government project.^ 

Contrary to custom the United States government 
acquired some foreign froferties in World War II. 

As part of the war effort, the United States government at- 
tempted to provide an adequate supply of “strategic and critical” 
materials. That is, it undertook to procure an adequate supply of 
materials that were essential to national defense and had to be 
obtained in whole or in part from foreign' sources. For this purpose, 

*The bill sponsoied by Senator Phelan of California, provided that a majority 
of the stock should be held by Ameiicans, diiectors of the company should be 
appointed by the Piesident of the United States, and pieferential rights to any or 
all of the oil produced should be granted the government. The Com?nercisl and. 
Financial Chronicle, May 22, 1920, p. 21+6, American Petroleum Intetests in 
Foreign Countries, Hearings before a Special Senate Committee Investigating 
Petroleum Resources, yg Cong, i sess., June 1945, pp. 302-03. 

“ The oil fields in question were under concession to the Arabian American 
Oil Company, a joint subsidiary of The Texas Company and Standaid of Cali- 
fornia, and Gulf Exploration Co., a subsidiary of the Gulf Oil Coip. The Com- 
mercial and. Financial Chronicle, June 29, 1944, p. 27175 the Petroleum Industry 
Research Foundation, Inc, World Oil Facts and Policy, August 1944, pp. 31-38. 
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the government gave very substantial assistance to Latin American 
countries to encourage increased production of rubber, insecticides, 
fibers, quinine, and a few other commodities. In many cases the 
United States government furnished a major part of the necessary 
financing on very generous terms, without acquiring any share in 
the ownership in the properties concerned. However, there were 
some exceptions. 

Early in March 1943, the government of the United States 
obtained a twenty-five-year concession from the government of 
Costa Rica covering 10,000 acres (about 15 square miles) of land. 
The land was acquired for the cultivation of cinchona trees — whose 
bark contains quinine, the world’s best-known defense against ma- 
laria. According to the agreement, all of this aa-eage will revert to 
Costa Rica at the end of the 25 years. By that time the concession 
should have yielded several crops of bark, and new trees should 
have been planted to replace those destroyed in the process of 
harvesting.® 

The United States government also holds title to five farms 
(27,000 acres in all), acquired for growing hemp after the attack 
on Pearl Harbor imperiled our source of supply in the Pacific area. 
Two of the farms are in Costa Rica, and one each in Honduras, 
Guatemala, and Panama. The RFC owns the land and pays all 
costs of operation, while the United Fruit Company manages the 
plantations. Early in 1947 it was reported that the government 
would continue to hold the land “at least until December 31, 1948” 
when the contracts with United Fruit expire. It is also indicated 
that the government would be “happy to sell immediately” if it 
could recover costs and be sure that the hemp produced would 
continue to come to this country. But buyers have not been 
interested.** 

The government made certain wartime investments for the 
purpose of expanding the available supply of strategic minerals. 

’ Chailes Morrow Wilson, “Quinine — ^Reborn in our Hemisphere,” Hmfer’s 
Magazine, August ig+3, pp 275-80. The plantations of Java — whose huge pio- 
duction. was controlled by the Japanese during tire wai — usually operate on a 
rotation schedule, a certain peicentage of tlie trees being cut each year. Harvesting 
begins when the trees are 4 or 5 years old. 

Wall Street loitmal, Jan. g, ig47. 
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The RFC, acting through the medium of a Cuban corporation, 
built a 2,1 million-doUar nickel refinery in Cuba and also met 
operating costs. The plant was leased to and operated by the Free- 
port Sulphur Company until operations were discontinued early in 
1947, and the plant was declared surplus and offered for sale. But 
it was still government-owned in May 1948. A million-dollar plant 
for refining vanadium was built by the government in Peru, was 
operated by the Vanadium Corporation during the war, and Was 
sold to that corporation after the close of the war. Government- 
owned machinery and equipment was furnished on lease to the 
St. Lawrence Corporation in Newfoundland and at the end of the 
war was sold to that corporation. Government-owned machinery, 
equipment, and other facilities for plant expansion were furnished 
the Chile Exploration Corporation, a subsidiary of Anaconda, and 
in this case the property is still government-owned and the lease 
is still active. To summarize, the government’s four wartime 
mineral investments were all operated by private corporations. 
Two of them have now been sold, one is inactive and offered for 
sale, and the other is still in operation on lease to a private 
corporation. 

The reader may recall that during and since the war the govern- 
ment of the United States acquired naval and air bases in many 
parts of the world and has made arrangements to retain some of 
these. For example, it has relinquished control over air bases and 
radio stations in French North Africa and an air base in Cairo, 
Egypt. But it maintains control over the bases acquired from 
Britain on a 99-year lease, and also an air base in the Saudi-Arabian 
oil fields where the United States navy is the principal purchaser 
of oil.® It has also bought or contracted to buy a number of new 
sites and buildings to be used for embassy ancl legation purposes. 
But properties used in noncommercial services of a government — 
like the properties used for eleemosynary and philanthropic pur- 
poses by schools, churches, and hospitals — are not “direct invest- 
ments” according to the conventional definition of the term. Assets 
’World Report, Feb ii, 1947, p. 12. 
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of this kind are not operated for the sake of expected profits and 
therefore are not under discussion in this chapter. 

Government investment in the resources of foreign 
countries may breed, susficton and ofen hostility. 

Experience shows that development of a country’s resources by 
a large and powerful foreign company is likely to inspire suspicion 
and fear — fear that in the end the development of natural resources 
may prove an entering wedge for political interference. This feel- 
ing is given expression in rules and regulations that obstruct or 
control the activities of foreign companies — discussed in Chapter 
VII above. But if the foreign company is one in which a foreign 
government holds a controlling interest, it is not likely to obtain 
a concession to operate in countries enjoying full political independ- 
ence. It is true that Anglo-Iranian Oil is an oil-producing com- 
pany that operates in a foreign country in spite of the fact that its 
majority stockholder is the British government. But at the time the 
House of Commons voted to purchase shares in this company 
(July 1913), a large part of Persia was recognized as being within 
the British sphere of influence, and Persia was not in a strong 
enough position to resist the action taken by Britain. But Britain’s 
action aroused considerable hostility. In the words of two British 
writers, the government’s participation in the production of foreign 
oil “. . . meant pitting the British State against the nationals of 
other states, not only in producing but in consuming countries.”® 

The right to develop a business enterprise in a foreign country 
is derived from the government of the country by a special grant 
called a concession. This grant puts many obligations on the con- 
cessionaire and specifies what limits are set on the rights granted. 
It also involves commitments to the government granting the 
concession. These may even include a commitment to aid in pre- 
serving the ruling regime — a promise that could prove embarrassing 
to the concessionaire and detrimental to the country granting the 
concession. 

“E. H. Davenport and Sidney Russell Cooke, The Oil Trusts and Anglo- 
American Relations (1923), p. 187. 



THE QUESTIONS CONSIDERED 


25: 


There may be, and often are, difFerences of opinion as to whether 
terms of a concession are being carried out. Disagreements arise 
over taxes, labor problems, royalty payments, and other matters. 
Day-to-day bargaining relations of this kind are awkward and make 
it difficult to operate in a friendly spirit if the concessionaire is a 
government, particularly if it is a powerful government able to 
enforce its contentions with armed force. 

The attitude of nations able to grant privileges to develop im- 
portant natural resources is indicated by the oil concession in Saudi- 
Arabia. This important concession was granted to the Arabian- 
American Oil Company in 1933, although this private American 
company offered less than the government-controlled Japanese and 
German companies that were competing for it. King Ibn Saud is 
quoted as saying on this occasion “. . . that he was glad to make 
an agreement with a company which would not involve itself in 
the complicated politics of the Middle East but would carry out 
its commercial mission of exploring for and developing oil fields.”^ 
The hostility of the Panamian government and people toward 
the business activities of the United States government in the Canal 
Zone furnishes another example of the friction that may be en- 
gendered by a government-controlled enterprise that competes 
directly with foreign private enterprise. Whether United States 
government ownership of the Panama Canal and Railway repre- 
sents a foreign or domestic investment by the government of the 
United States is open to debate, however. The answer depends on 
the interpretation given the treaty of 1903 under which the Canal 
Zone came under the control of the United States. The United 
States claims that through this treaty it acquired a cession of 
sovereignty, but Panama disputes the claim.® 

By the treaty, the Panama Railway is authorized to operate com- 
missaries in the Canal Zone, and to sell “everything necessary and 

’'investigation of Petroleum Resources m Relatiatt to the National Welfare, 
Final Report of the Special Committee Investigating Petroleum Resources, So 
Cong. I sess., Januaiy 1947, p. iinj Astterican Petroleum Interests in Foreign 
Countries, Hearings before the same committee, 79 Cong i sess , pp 24, 319. 

“Benjamin H. Williams, Economic Foreign Policy of the United States (1929), 
pp. 318-20. 
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convenient for operation, maintenance and defense of the Canal.” 
These goods come in duty-free. In addition the Railway Company 
gets a 25 per cent rebate on shipping charges from the United 
States, pays no rent for the space occupied by its vast “department 
stores,” no insurance, and no taxes. This means that commissary 
goods can be, and are, priced much lower than those offered by 
Panama merchants just outside the Zone — in fact below current 
prices in the United States. Moreover, the “necessary and con- 
venient” clause in the treaty is interpreted to include a very wide 
range of consumer goods, including luxury items as well as staple 
commodities. 

The privilege of buying at the commissary is limited by law to 
Canal and Railway employees, but evasion of the rule is not diffi- 
cult. There are few lines of goods in which Panama merchants can 
compete on equal terms. A treaty was negotiated to eliminate this 
source of international difficulty — ratified by the United States in 
1936. Apparently, however, the difficulty still exists. Panama 
merchants continue to voice their protests against the competition 
they face from commissaries operated by the Panama Railway — an 
enterprise controlled by the government of the United States.® 

Some countries frohibit by law direct investment by a 
company that is controlled by a foreign government. 

That a government-controlled corporation is likely to be looked 
upon with suspicion when negotiating for foreign concessions was 
pointed out by Bainbridge Colby, Secretary of State, when Senator 
Phelan’s bill authorizing formation of the United States Oil Cor- 
poration was before the Senate. According to reports. Secretary 
Colby also called Phelan’s attention to the fact that foreign nations 
might refuse the proposed corporation the right to carry on 
business.’-® 

Mexico, Venezuela, and Colombia are some of the countries that 
have passed laws barring the entry of a company controlled by a 

" Encydofaedia Britannica, 1946 ed., Vol. 17, p. 170, Scott Seeg-ers, “The 
World’s Best Set-Up,” The Inter-American, August 194.6, pp. 12-14, 32, 
American Petroleum Interests in Foreign Countries, Healings, p. 303. 
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foreign government. Colombia’s law was invoked in 1927, when 
the Anglo-Persian Oil Company — controlled by the British govern- 
ment through ownership of 56 per cent of the company’s shares — 
undertook to get a large concession in that country. A representative 
of the company went to Colombia to make the necessary arrange- 
ments. The proposed grant was vigorously and successfully op- 
posed by certain Colombian citizens on the ground that the country’s 
constitution and laws prohibited any foreign government from 
direct or indirect acquisition of such rights.” 

In summary, government-owned direct investments abroad are 
in conflict with traditional American principles. They threaten pos- 
sible, if not actual, infringement of the sovereignty of other govern- 
ments and are likely to result in disagreements and bad feelings. 
They place a mark of colonial status on the receiving country. 
Governments that enjoy a full measure of political independence 
have erected legal barriers against the entry of enterprises owned 
or controlled by a foreign government. In colonial areas direct 
investments by the government of the United States, or of any 
other foreign country, would be frowned upon by the empire power 
concerned. If our government undertakes to help foreigners de- 
velop their resources it may choose one of two methods: it may 
arrange a loan to cover the expenditures involved, or it may 
furnish aid on a gift basis. 

’’Ludwell Denny, We Fight for Oil (192S), pp. 121-30, 135-38. 
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A CODE AND COURT FOR INTERNATIONAL 
INVESTMENTS 

Revival of the flow of private capital between countries is a 
problem that has been studied by governments, by the old League 
of Nations and the present United Nations, and by such bodies as 
the International Chamber of Commerce, the National Association 
of Manufacturers, and the National Foreign Trade Council. It is 
generally agreed that something should be done to clear away the 
many obstacles which discourage direct investment in foreign 
countries. A method proposed for accomplishing this end is the 
formulation and adoption of a code of “fair practices” for inter- 
national investments, with provision made for the settlement of 
disputes. 

I. DIVERGENT VIEWPOINTS 

The need for an international investment code and machinery 
for its interpretation and enforcement appears to be generally recog- 
nized. But the immediate purpose of such a code, and therefore 
its content, is a question on which divergent views have been 
expressed by representatives of countries with capital available for 
investment abroad and countries contemplating receipt of such 
capital. Prospective recipients of foreign capital stress the need for 
getting that capital without fear of exploitation ^or infringement of 
sovereignty, and on as favorable terms as possible. Prospective 
investors, on the other hand, are primarily interested in improving 
conditions that affect the safety of their investments and the outlook 
for uninterrupted debt service, or payment of dividends or profits. 
Both groups see the proposed code as an instrument whose principal 
purpose should be the protection of their interests. 

The less developed areas emphasize the danger that the eco- 
nomically more developed countries may regard industrially back- 
ward regions as fields for economic and political exploitation, and 

2S4 
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they insist that a heavy obligation rests on the industrially advanced 
nations to aid “the economic development of under-industrialized 
regions.”^ Accordingly, they favor an international code relating 
to foreign investments. This code would have the two-fold purpose 
of encouraging foreign investment on the one hand and eliminating 
its possible abuses on the other. 

Excerpts from the draft of “A Proposed Foreign Economic Policy 
for the United States,” adopted by one of the leading trade associa- 
tions of the country, emphasizes the objectives deemed important 
by investing countries.® 

, . . the fostering of a free and unrestricted flow of capital and earnings 
internationally j the encouragement and protection of direct investments 
in foreign lands, with specific provision against expropriation without due 
compensation and against discrimination in any form, and with adequate 
protection of proprietary rights; ... the discouragement of laws requit- 
ing the participation of local capital in enterprises conducted abroad, 
or restricting the entrance and employment of necessary technical and 
administrative personnel; the avoidance of international double taxation 
and discriminatory tax practices; and the facilitation of international 
travel, specifically for commeicial pui poses . . . should be dealt with con- 
structively, not only in Treaties of Friendship and Commerce entered 
into with individual countries, but also in an International Code of Fair 
Practices and Business Ethics, either incorporated in the Charter for an 
International Trade Organization as finally adopted, or standing on 
its own. 


Our foreign economic policy . . . will insist, specifically, . . . upon 
provision to the enterprises represented of equal opportunity to compete 
with local enterprises, without regard to the participation or non-partici- 
pation in such American enterprises of local capital. . . . 

Here the “abuses of international investment” are seen to result 
mainly from the discriminatory and restrictive laws and courses of 
action adopted by the governments of capital-receiving countries, 
and it is insisted that these governments should give imported 

^ See United Nations, Economic and Social Council, “Memorandum Submitted 
by the Chinese Delegation Regatding the Terms of Reference of the Sub-Com- 
mission on Economic Development,” E/107 Revised, dated Sept. ;}o, 1946 

“ National Foreign Trade Council, Inc., Re-port of the Thirty-Third National 
Foreign Trade Convention, November 194.6, pp. xli, xvi. 
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foreign capital equality of opportunity with capital of national 
origin. 

Boiled down to essentials, the principal reason for the present 
impasse in foreign investment is the borrower’s fear of exploitation, 
and the investor’s fear of loss through expropriation or default. 
Both can cite cases that support their contentions. There is reason 
to believe that each group is well aware of the need for making 
concessions to the other. The difficulty is to frame a document and 
set up a method of enforcement that will give general effect to 
the concessions that each one is quite ready to make in particular 
cases. 

II. A CODE OF FAIR PRACTICES 

In order to be fully effective, a code of fair practices should be 
made the object of an international convention signed by a majority 
of the states interested in private capital investment across inter- 
national boundaries. To gain general adherence, it will have to take 
account of the interests of countries that are importers of capital and 
also those that export capital. It will need to cover both fixed-interest 
and direct investments. Its development will require the co- 
operative effort of the nations. Various practices that now restrict 
the international flow of capital have been reviewed in Chapter 
VII j and some suggestions regarding the content of a code intended 
to aid in the remoyal of these obstacles will be presented here. 

The conceft of mutual benefit is of basic 
imfortance in international investment. 

To be economically sound a foreign investment should benefit the 
receiving country and also the foreigners who supply the capital. 
It should add to the productive wealth of the receiving country 
and provide income necessary for corupensating the foreign in- 
vestor, and it should directly or indirectly enable the receiving 
country to provide the foreign exchange required for transferring 
payment of interest and amortization charges, or dividends and 
profits. 

The foreign exchange problem presents little if any difficulty 
in the case of loans to or direct investments in enterprises producing 
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for outside markets. But foreign loans and foreign-owned enter- 
prises that do not produce for export may constitute a burden on 
the balance of payments position of the receiving country unless 
they contribute in one way or another to the increase of exports or 
the decrease of imports — of goods and services. These observations 
indicate the need for: (i) very careful appraisal of the economic 
and financial condition of the borrowing country and its political, 
legal, and administrative organization} (a) some flexibility in the 
loan contract to ease the debtor’s burden in case a shortage of 
foreign exchange threatens} and (3) adoption by the investing 
countries of a public policy with regard to importation of goods 
and services consistent with their foreign investment policies. 

E^ml treatment for foreign investors and nationals of 
cafkal-receiving countries is desired by both groufs. 

Equality of treatment is likely to be interpreted differently by 
investors and recipients of foreign capital. According to those in 
control of business enterprises operating abroad, rules to assure 
equality of treatment should be somewhat as follows;^ 

1. Foreigners should enjoy the same inviolability ‘of their person as 
nationals, along with the same non-political rights. 

2. Nondiscrimination must be applied in good faith; there should be 
no apparently general laws that apply in fact only to foreigners. 

3. Foreigners must have the same right and capacity as nationals to 
enter into contracts on their own behalf or for the account of another, 
to tepurchase, lease, inherit, hold, use, transfer and convey personal and 
real property [providing this does not threaten national security] and to 
appear as plaintiff before the domestic courts. 

4. Restrictions on foreigners foi reasons of national security must not 
become disguised protection to private domestic interests. Government 
should permit leases and concessions, management contracts, and other 
special arrangements.* * 

“Nos. 1-8 are quoted from United States Associates, International Chamber of 
Commerce, Rsfort of Committee on the Flow of Capital, October 194.6, pp. 
zh-zy, No. 9 is from International Chamber of Commerce, Foreign Investments 
and Economic Expansion, Brochure No. 107, March 1947, p. 21, item j. 

‘‘This probably would be rejected by Sweden and other countries not eager 
for foreign development. 
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5. The burden of taxation must be equitably apportioned. Discrimina- 
tory, extia-territorial, and double taxation of foreigners should be avoided. 

6. Nondisciiminatory practice should apply to the treatment of labor 
by domestic and foreign concerns and in general to the employment of 
foreigners and nationals; i.e., to the employment of foreign and local 
labor, technicians, and executives. 

7. The status of foreign firms should be similar to that granted to 
domestic firms: 

a. the accounts of a foreign branch showing transactions with the 
rest of the enterprise should be kept in the same form as that adopted 
for transactions with separate firms; 

b. resident manager should be given sufficient discretion to conduct 
business; 

c. the legal status of the subsidiary corporation as a separate entity 
from its foreign parent should be fully recognized in all business, 
judicial, and tax matters, subject to legal remedy in case of illegitimate 
transactions. 

8. Special laws regarding the propoition of nationals in any business 
association, the pioportion of capital to be subscribed by nationals, and 
the minimum number of seats on boards of directors to be held by na- 
tionals, are other instances of discrimination, and should be removed. 

9. Where policies of nationalization aie adopted by a capital-import- 
ing countiy the properties of foreign investors should not be nationalized 
without due process of law and they should be guaranteed a fair com- 
pensation for their nationalized properties. This compensation should be 
paid in cash and be freely transferable within a reasonable time. 

Capital-receiving countries would not subscribe to all of these 
proposed rules and would add others to the list to attain real 
equality of treatment as they see it. In particular, many of them 
would:® 

1. Object to inclusion of item 6, on the ground tliat “foreign techni- 
cians and technic^ men have a moral obligation [which should be made 
a legal obligation] to train nationals so that they may succeed them when 
their capacities are adequate.” 

2. Argue that when foreign companies fail to grant opportunities of 
employment to domestic executives or professional men or to domestic 

Based on League of Nations, Conditions of Private Foreign Investment 
(1946), pp. 17, 29; International Trade Organization, Hearings before the 
Senate Finance Committee, 80 Cong, i sess., 971, sec. 4. 
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labor, the)' themselves infringe upon the principle of equality of oppor- 
tunity. 

3. Object to item 8, and insist on the participation of local capital in 
the ownership and management of a foreign enterprise, even though this 
might mean that the inflow of capital would be reduced. 

4. Insist that foreigners comply with the domestic laws of the country 
in which they do business and seek no illegal favor or undue advantage 
from public officials. 

'‘Points of detail” are the subject of various other 
suggestions for the drafting of an investment code. 

Ill the Refort submitted to the League of Nations in 1939 by 
the Committee for the Study of International Loan Contracts, 
possible ways of improving the loan contracts were considered 
under four main titles. Below are given the principal suggestions 
made; 

1. Drafting of loan documents. It was pointed out that it would be 
impracticable to formulate a single, standard foim of loan document 
but that all documents should be “simple, unambiguous, and not un- 
necessarily prolix.” However, it was stated that in the decade of the 
thirties the number of defaults attributable to faulty, legal provisions 
was exceedingly small. 

2. Monetary clauses. The Committee recommended: 

a. Where loans carry a currency option (conferring on the holder 
die right to choose the currency of payment when each payment falls 
due) , each bond and every coupon should specify the choice of cui rency 
available to the holder and the number of units of each currency he 
might receive. 

b. In case a gold clause should be written into loan contracts in 
the future “. . . holders should only be entitled to demand payment 
of the equivalent of the given weight of gold if die result of such 
payment represents for them ... a premium exceeding a given per- 
centage, say 5 per cent.” 

3. Functions for the service of the loan. The Committee defined the 
various agencies concerned with the execution of the loan contract, name- 
ly, the paying agent, the trustees, and fepresentatives of the bondholders. 
It considered the functions of these agencies, and offered some advice 
regarding their appointment. 
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4. Settlement of legal dtsfutes. The Committee stated: “What is 
needed ... is the gi eater certainty of the propei law and jurisdiction to 
be applied,” and concluded that “Most of tlie legal disputes actually en- 
countered could, no doubt, have been easily settled, if it had been pos- 
sible to lay them before a tribunal previously accepted by the parties.” 
This led the Committee to recommend strongly “. . . that loan contracts 
should m all cases include at least a clause providing for aibitration on 
matters of interpretation of the contract.” 

In a concluding paragraph the League Committee regretfully 
indicated that the suggested arbitration clause is a stop-gap that 
does not offer a satisfactory solution of the legal difficulties per- 
taining to international loans. Like many who are studying the 
question today in the broader field of both loans and direct invest- 
ments, it concluded that disputes regarding the interpretation of 
international loan contracts and other investment contracts should 
be taken out of the field of national law by international convention 
under which states would undertake to set up an international loans 
tribunal whose authority would extend to international investments 
of all kinds, 

III. AN INTERNATIONAL COURT OF ARBITRATION* 

To give the proposed investment code the force of law, provision 
should be made for obligatory arbitration of disputes arising under 
investment contracts. Such a course has long been favored by some 
borrowing countries as preferable to the forceful measures that 
have sometimes been taken by powerful lending countries. It also 
finds favor with the private investor. Under present conditions, he 
is faced with uncertainty regarding “the proper law of the contract,” 
and with the prospect that, if a dispute arises, his case probably 
would have to be fought through the courts of the respondent 
country and all local remedies exhausted before his own govern- 
ment could intervene in his behalf. 

This section is based principally on League of Nations, Refort of the Com- 
mittee for the Study of International Loan Contracts (1939), pp. 24-27; Manley 
0 . Hudson, International Tribunals (1944), pp. 187-212, United States Associ- 
ates, International Chamber of Commerce, Refort of the Committee on the Flow 
of Capital, pp 25-26, 28; International Chambei of Commerce, Brochure No. 
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However, the obligation to arbitrate is not sulEcient. The pro- 
tection it gives the parties to an international investment contract is 
likely to prove illusory unless the contract confers jurisdiction on a 
particular tribunal. This is because the complainant may not be 
able to get real collaboration from the respondent state in arranging 
settlement of a dispute. To avoid a possible stalemate of this kind, 
each investment contract should carry a clause stipulating the par- 
ticular tribunal that would have jurisdiction in case of disputes. But 
this raises a new difficulty. The International Court of Justice can 
act only in disputes between States and, in general, there is no 
International tribunal open to bondholders or to other private in- 
vestors or their representatives. Alternative ways of providing for 
the adjudication of disputes have been suggested. 

The simpler but less satisfactory method proposed for providing 
an arbitral tribunal is as follows; The International Court of Justice 
would choose a standing panel of nine persons, who would have a 
fixed term of office, say five years, and be eligible for reappoint- 
ment. From this panel the president of the International Court 
would nominate three persons to constitute a “tribuiral” to deter- 
mine and declare the rights and obligations of the parties to a 
contract in dispute. Such a tribunal would be appointed at the 
request of the debtor government, or “any bondholder or bond- 
holders in possession of securities not less than 10 per cent of the 
amount outstanding,” or anyone with authority to act for the bond- 
holders, in case of a loans dispute. Similar arrangements would be 
made with regard to direct investments. 

The preferred solution would be provided for in the proposed 
fair practices code (that is, by an article or articles legally binding 
on code signatories). Under such a code agreement “States would 
undertake to set up an International Loans Tribunal, which would 
be a single Tribunal with competence extending to all international 
loans,” and would provide a similar body for dealing with the 
separate problems pertaining to direct investment. 

Proponents of the code and court also suggest that each loan 
contract should make provision for a temporary relaxation of the 
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conditions of payment in case of transfer emergencies. For this 
purpose the provisions set forth in the Articles of Agreement of the 
International Bank (Article IV, section 4c) are taken as a pattern, 
supplemented by the provision that, in case of an extended default, 
the debtor’s obligations should be subject to review by an “inter- 
national court of arbitration.” In administering this and other func- 
tions assigned to it, the proposed international tribunal, or tribunals, 
would work in close co-operation with the International Monetary 
Fund and the International Bank' — organizations in a position to aid 
in the analysis of problems likely to be the subject of dispute. 

IV. THE INTERNATIONAL TRADE ORGANIZATION CHARTER 

The beginnings of an internadonal investment code of fair 
practices have been included in the charter for the International 
Trade Organization of the United Nations. This charter was signed 
March 24, 1948 by representatives of 53 of the 56 nations that 
participated m the Havana conference.'’ Argentina and Poland re- 
fused to sign, and Turkey had not yet signed on August 2, 1948. 
This document — which is the result of three years of negotiation — 
will not become effective until it has been ratified by at least 20 of 
the signatory governments. Meantime, an interim commission has 
been set up, is choosing its staff, and is moving to Geneva where 
the Organization may eventually be housed. 

By far the greater part of the charter is concerned with problems 
of international trade. However, one of the stated objectives of the 
Organization is “. . . to encourage the international flow of capital 
for productive investment.” (Article i, section 2.) Accordingly, 
part of one chapter (III) is devoted to the need for and ways of 
encouraging international co-operation and providing “capital funds, 
materials, modern equipment and technology and technical and 
managerial skills” for industrial and general economic develop- 
ment. Another chapter (VIII) outlines the procedures to be fol- 
lowed in case of “differences arising out of the operation” of the 
charter. 

Provisions of the charter regarding the international flow of 
capital may be grouped as follows: (i) provisions setting forth the 

' The confei'ence was called by the United Nations Economic and Social Council. 
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i-ights of members with regard to foreign investment in their re- 
spective territories; (2) provisions intended to encourage capital — 
in the form of funds, materials, equipment, and also the know-how 
of modern industry — to venture abroad; (3) provisions for further 
consideration of the problem of foreign investment. 

Under the charter^ some far-reaching rights 
are conceded to cafttal-receiving countries. 

The charter cautions the capital-receiving countries that foreign 
capital is useful, and that they can offer conditions encouraging its 
inflow. The relevant provisions — from Article 12, section i follow. 
I. The Members recognize that; 

(a) international investment, both public and pnvate, can be of 
great value m promoting economic development and reconstruc- 
tion, and consequent social progress; 

(b) the international flow of capital will be stimulated to the extent 
that Membeis afford nationals of other countries opportunities 
for investment and security for existing and future investments. 

Having thus warned the capital-receiving countries of the advisa- 
bility of affording good treatment to foreign capital, the charter 
then states what rights these countries have over the foreign invest- 
ments, existing and future, within their borders. According to these 
provisions— Article 12, section i(c)— a member has the right: 

(i) to take any appropriate safeguards necessary to ensure that foreign 
investment is not used as a basis for interference in its internal 
affairs or national policies; 

(li) to determine whether and to what extent and upon what terms it 
will allow future foreign investment, 

(iii) to prescribe and give effect on just terms to requirements as to 
the ownership of existing and future investments; 

(iv) to prescribe and give effect to other reasonable requirements with 
respect to existing and future investments. 

The third and fourth of these clauses call for clarification. This 
is because the words “just” and “reasonable” are not likely to convey 
the same meaning to capital-exporting and capital-receiving coun- 
tries. For example, in a preliminary draft the charter required 
that “just compensation” must be paid to the foreign owners of 
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expropriated property. This provision carried a footnote that de- 
fined “just compensation” to mean payment in the currency of 
the expropriating country, with the further provision that the 
expropriating government would determine the extent to which 
such payment might be transferred into other currencies. This was 
clearly an expression of the viewpoint of many capital-receiving 
countries and was in direct contradiction with the view held by 
capital-exporting countries. The latter view was set forth by Secre- 
tary of State Hull July 21, 1938 in a note to the Mexican ambassa- 
dor in Washington as follows:® 

If it were permissible for a government to take the private property 
of tile citizens of other countries and pay for it as and when, m the judg- 
ment of that government, its economic circumstances and its local legis- 
lation may perhaps permit, the safeguards which the constitutions of most 
countries and established international law have sought to provide would 
be illusory. ... we cannot admit that a foreign government may take 
the property of American nationals in disregard of the rule of com- 
pensation under international law. . . . 

Unless the rights of the capital-receiving countries are more 
clearly defined and limited, these provisions of the charter are 
certain to be the cause of international misunderstanding and dis- 
agreement, The alternative to a general clarification in an amend- 
ment to the charter itself is the possibility of unilateral or multi- 
lateral treaties between members, as proposed in Article 12, 
section i(d). 

T he charter actually gives little 
encouragement to foreign cafital. 

At a certain stage in the writing of the charter it was urged that 
a provision should be included making it a crime for any nation 
to discourage investors from sending their capital abroad, even to 
a country whose history shows expropriation of foreign property 
without compensation. This was voted down, but traces of the spirit 

” Excerpt from letter quoted by Green Haywood Hackwortli, Digest of Inter- 
national Law, Vol. 3 (1942), p. 656. On “good payment” see also Charles P. 
Howland, Survey of Ameucan Poteign Relations (1931), p. 108, Charles Cheney 
Hyde, Intei nnttonal Law C/nefly as Afflied and Interpreted by the United States, 
Vol. I (J945), PP. 717-20- 
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of coercion that motivated that suggestion are to be found in 
Article ii, section i of the charter. This is given below in abbre- 
viated form. 

I . ... in order to stimulate and assist in the provision and exchange 
of [adequate supplies of capital funds, materials, modern equipment and 
technology . . .] : 

(a) ... Members shall not impose unreasonable or unjustifiable im- 
pediments that would prevent other Members from obtaining on 
equitable terms any such facilities for their economic development 
or . . . for their reconstruction. 

The guarded promises of security that the charter offers to 
foreign capital are as follows: 

... no Member shall take unicasonable 01 unjustifiable action within its 
territory injurious to the rights or interests of nationals of other Members 
in the enterprise, skills, capital, aits or technology which they have 
supplied. [Article ii, section i(b)] 

Members undertake; 

... to provide reasonable opportunities for investments acceptable to 
them and adequate security for existing and future investments. [Article 
12, section 2(a) (i)] 

... to give due regard to the desii ability of avoiding discrimination as be- 
tween foreign investments; [Article 12, section 2(a) (ii)] 

Members shall promote co-operation between national and foreign 
enterprises or investors for the purpose of fostering economic develop- 
ment or reconstruction in cases where such co-operation appears to the 
Members concerned to be appropriate. (Article 12, section 3) 

These provisions fall far short of assuring capital that it will 
receive equality of treatment while operating abroad, and that 
in case of nationalization it will receive fair compensation in cash 
freely transferable. That is, they fall far short of meeting the 
minimum terms on which private capital is likely to risk investment 
in enterprises promoting the “economic development and recon- 
struction of foreign countries.” 

The charter frovides for future action 
by the ITO regarding foreign investment. 

Charter provisions regarding international investment clearly are 
the result of compromise, with large concessions made to the 
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capital-receiving countries. Recognizing the fact that it does not 
offer the security that investors will require, the charter provides 
for future collaboration between the ITO and other intergovern- 
mental organizations in promoting agreements regarding the treat- 
ment of foreign investment. (Article ii, section 2.) 

Provision is also specifically made in Article lOi for a review of 
the charter five years after it is put m force and, in Articles 100 and 
lOi, for amendments to the charter. 

Provision is made for the settlement of disfutes 
between members of the Organization, 

Members are bound by Article 92 to utilize the procedures pro- 
vided by the charter for settling disputes that may arise with other 
members. These procedures are as follows: (r) The case may be 
submitted to arbitration} (2) if satisfactory settlement is not 
reached in that way, it may be referred to the executive board; 
(3) it may be referred to the “Conference” — a body made up of 
one representative for each member. Finally, any decision of the 
Conference may be submitted to the International Court of Justice 
for an advisory opinion. 

V. ECONOMIC AGREEMENT OF BOGOTA' 

At the Ninth International Conference of American States — held 
in Bogota, Colombia in April 1948 — a new economic agreement was 
drafted. It was signed by representatives of 20 of the American re- 
publics, but the delegates for some countries signed with reserva- 
tions. It will come into effect among the ratifying states when two 
thirds of the signatory states have ratified. Like the ITO charter, 
this agreement marks another step in the development of an inter- 
national investment code. One chapter of the agreement and parts 
of two other chapters deal directly with investment problems. 

The agreement frovides for continued 
intergovernmental lending. 

Chapter III of the agreement, entitled “fiancial cooperation” 
contains two articles dealing with future intergovernmental lending: 

° See Heniy Chalmers, “The Economic Agieement of Bogota- An Inter-American 
Milestone,” Foreign Commerce Weekly, June la, 1948, p. 3, 
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Article 18, which provides for reciprocal financial co-operation 
among the states, emphasizes the obligation of each country to mo- 
bilize its own resources for developmental purposes. 

Under Article 20 the states agree to complement the flow of 
private investments by the continued extension of medium- and 
long-term credits to one another through governmental and inter- 
governmental institutions. They also agree that “a. criterion shall 
be established” for easing the terms of payment of such inter- 
governmental loans in cases where the debtor countries “suffer an 
acute shortage of foreign exchange, which prevents them from 
complying with the terms stipulated in the loan.” 

Article 21 points out that . . in general, International financing- 
should not be sought for the purpose of covering expenditures in 
local currency.” But it continues as follows. “. . . as long as avail- 
able national savings in local money markets or elsewhere are not 
sufficient, expenditures In local currency may, in justified circum- 
stances, be considered for [intergovernmental] financing. . . 

Certain f revisions in the agreement voould remove 
some existing obstacles to frivale investment. 

Chapter IV, under the title of “private Investments,” deals with 
the principal controversial issues that are obstructing the flow of 
investment capital to many countries today. The six articles that 
constitute the chapter are summarized below. 

Article 22 points out the importance of private Investments and 
the fact that their flow can be stimulated by the opportunities and 
the security offered. It then provides that foreign capital shall be 
given equitable treatment 5 that the states shall reciprocally grant 
appropriate facilities and incentives to foreign capital and shall 
impose no unjustifiable restrictions on the transfer of capital and 
earnings j and that the states will not set up Impediments prevent- 
ing other states from obtaining capital on equitable terms. 

Article 23, after setting forth the principle that international 
investments should be mutually beneficial, deals with questions of 
personnel. It advises “just and equitable treatment” of national 
and foreign personnel and the training of national personnel. It 
also takes account of the need for employing “a reasonable number 
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of technical experts and executive personnel, whatever their 
nationality may be.” 

Article 24 accepts the doctrine that foreign capital is subject to 
the national laws of the country in which it is invested — with the 
guarantees provided in Chapter III, particularly in Article 22, It 
then affirms the right of countries “within a system of equity and 
of effective legal and judicial guarantees” to establish : ( i ) “meas- 
ures to prevent foreign investments from being utilized directly or 
indirectly as an instrument for intervening in national politics or 
for prejudicing the security or fundamental interests of the receiv- 
ing countries} and (2) standards with respect to the extent, condi- 
tions, and terms upon which they will permit future foreign in- 
vestments. 

Article 25 provides that there shall not be discrimination against 
foreign capital in cases of expropriation, and that “any expropriation 
shall be accompanied by payment of a fair price in a prompt, ade- 
quate and effective manner.” 

Article 26 declares in favor of “uniform principles of corporate 
accounting, and of standards of fair disclosure to private investors.” 

Article 27 calls for the progressive reduction or elimination of 
double taxation of income from foreign sources and avoidance of 
burdensome and discriminatory taxation. 

The chafter on "social guarantees'^ includes 
'provisions afectmg direct investments. 

Article 32, which is the only article in Chapter VII, contains 
seven sub-paragraphs dealing with relations between workers and 
employers. These provisions in the main are of local application, 
but two of them would impose obligations on foreign enterprises. 
They call for a legal system of paid annual vacations for all workers 
and permanence of tenure for all wage earners — insuring them 
against discharge without just cause. 

Some of the signatory states fled reservations 
to specif c provisions of the agreement. 

Eight countries filed reservations or declarations with regard to 
Article 25, that deals with the question of expropriation. These 



BOGOTA AGREEMENT 


269 

states are Ecuador, Mexico, Argentina, Uruguay, Guatemala, Cuba, 
Venezuela, Honduras. They hold that the provisions o£ the agree- 
ment should be subordinated to the constitutional laws o£ each 
country. It may be pointed out that expropriating countries in the 
past have all declared their acts to be constitutional. There£ore the 
effect o£ these reservations would be to nullify the promise of se- 
curity offered foreign capital under the agreement. The foreign 
investor wishing to establish a business or industrial enterprise in 
one of these eight countries will need to study the laws and the 
history of the country with regard to expropriation. He also faces 
the risk that unfavorable amendments may be added to those laws 
in the future. 

Three of the eight countries named above — Ecuador, Mexico, 
and Guatemala — specified that Article 24 should be clarified to 
make sure that it will not be interpreted as limiting the principle 
that the laws and courts of a country have jurisdiction over alien 
residents as well as nationals. Mexico and Guatemala made a 
similar reservation with regard to Article 22. 

Both Colombia and the United States filed reservations to the 
two labor provisions of Article 32 that are cited above. The 
Colombian delegation explained its action in terms of lack of time 
for studying these provisions rather than a disagreement in 
principle. 

The agreement frovides no new machinery 
for the settlement of disputes. 

Under Article 38 the American states agree to “consultations 
through diplomatic channels” as a means of settling all economic 
differences and disputes between them. In case a satisfactory solu- 
tion is not reached, a dispute may be referred to the Council of the 
Organization of the American States, and the Council will arrange 
for further discussion. Failing settlement by this means, the agree- 
ment provides that the states shall submit the question at issue “to 
the procedure set forth in the Inter-American Peace System or to 
other procedures set forth in agreements already in existence or 
which may be concluded in the future.” 
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In conclusion, the government of the United States has partici- 
pated in the negotiation of the ITO charter and the Economic 
Agreement of Bogota, and has assented to many compromise meas- 
ures. This is also true of other countries that now are, or soon may 
be, in a position to furnish developmental capital to foreign coun- 
tries. Prospective recipients of foreign funds have also participated 
in these negotiations and have made concessions in the interest of 
clearing away some of the policies and practices that have obstructed 
the international flow of private capital during the past two decades. 

Progress has thus been made. Governments have shown an in- 
tention to support and promote international collaboration in a field 
where such collaboration previously had been lacking. Tentative 
steps have also been taken toward establishing a procedure for the 
settlement of disputes. However, certain issues have not been re- 
solved. The outstanding points on which disagreement remains 
are: (i) The governments of capital-receiving countries would like 
to have the so-called Calvo clause included in these two documents, 
but the governments of capital-exporting countries object.^" The 
latter continue to insist on their right to intervene in disputes in- 
volving gross violation of the rights of one or more of their citi- 
zens by a foreign government. (2) The governments of capital- 
exporting countries have not been able to gain general acceptance 
of their claim that if foreign-owned properties are expropriated, 
fair compensation must be paid in cash, transferable within a rea- 
sonable time. 

So far as the foreign investor is concerned, the lack of agreement 
regarding “fair compensation” means that these multilateral treaties 
fail to provide the security he desires. While his government has 
reserved the right to intervene in his behalf, intervention may be 
long delayed, particularly in cases where the international political 
situation might make such intervention appear undesirable. There- 
fore, he must still rely on his own investigation of conditions, 
attitudes, laws, and practices in foreign countries. He must inform 
himself concerning the rules and regulations of provincial and city 
as well as national governments. He must be sure that his conces- 


See p. 1 8 1 above. 
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sion agreement states precisely the terms on which he can take 
capital into a particular country, operate there, and take out his 
earnings and also his capital in case of liquidation. 

There still remains the possibility that the Bogota agreement 
may be ratified without reservation by the number of states required 
to bring it into effect. Judging from reports of the pressures under 
which the Conference worked during its closing days, it is possible 
that the reservations and declarations filed by some of the delegates 
actually were filed as precautionary measures on which their gov- 
ernments will not insist when considering the question of ratifica- 
tion. It is hoped that in this way or by negotiations through diplo- 
matic channels, the number of states ratifying without reservation 
will be sufficient to put the agreement into effect. If so, a very real 
step toward the adoption of an investment code of fair practices 
will have been made by states of the Western Hemisphere. 
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American capacity to invest abroad has been amply demon- 
strated. The last three decades have clearly shown that the United 
States has great capacity to produce goods and services for export, 
and also the financial resources for making such exports possible. 
From January 1941 to the close of 1947 the government of the 
United States furnished tremendous amounts of goods and services 
to our allies— free of charge or on credit — for war, reconstruction, 
and developmental purposes. By the close of 1947 some 63.3 billion 
dollars of foreign loans, grants, and other financial aid (in excess of 
repayments) had been provided for such purposes.^ Passage of the 
foreign aid bill of April 2, 1948 (covering the first year of the Mar- 
shall Plan and other foreign aid) and appropriations to cover the 
aid furnished by the bill will increase this total to more than 70 
billion dollars. This is a sum greater than the aggregate amount of 
all private long-term foreign investments outstanding prior to 
World War II. 

These loans and contributions represent a maximum effort, for 
they have been made under the compulsion of war conditions, 
financed by the use of funds that the government had collected 
from American taxpayers or borrowed from the American public. 
In effect, they represent forced lending and forced contributions 
from the American public, with everyone sharing the costs. Even 
in wartime such vast sums could not have been provided by private 
capital in such a short period of time. 

Substantial amounts of American exports of all kinds could be 
supplied in the future on long- or short-term credit or on a direct 
investment basis provided favorable conditions were offered to 
investors. 

'Of this total 6 billions had not yet been spent; almost 39 btllions repiesented 
wartime lend-lease in excess of repayments and reverse lend-lease. 
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Cafital could be used for reconstruction and 
developmental purposes in many areas. 

So far as undeveloped and underdeveloped resources are con- 
cerned, investment opportunities exist in many parts of the world. 
They may be found in the expansion of agricultural production (for 
example, of plantation crops, cattle and sheep raising and related 
industries, and irrigation and drainage projects), in enlarging world 
output of new and old minerals, and in providing or restoring 
industrial capacity of many kinds, including transportation facilities, 
and other public service industries. Moreover, various governments 
in planning the future development of their countries have an- 
nounced their intention of enlisting the co-operation of foreign 
capital. 

But lack of paying capacity 
limits many '‘borrowers.'^ 

Many countries are experiencing balance of payments difficulties 
resulting from the war. Their means of earning foreign exchange 
have been reduced because of damage to productive capacity, dis- 
location of international trade, and loss of productive foreign in- 
vestments. At the same time accumulation of new foreign obliga- 
tions has increased the annual payments they must make on interest 
account. Other areas are suffering from a chronic lack of productive 
resources. If new investments for such countries are to ease the 
balapce of payments situation and facilitate the transfer of interest 
or dividends, they must increase productive capacity and thereby 
increase exports or decrease imports. 

Unfavorable conditions affecting foreign capital 
in some countries hinder its investment. 

Nationalistic and discriminatory legislation discourages American 
and other investors from risking their savings in a number of 
countries. This includes laws providing for the expropriation of 
foreign properties without adequate compensation, discriminatory 
labor laws, inequitable taxation, government competition in indus- 
try, and restrictions on the proportion of the capital of any one 
enterprise that may be foreign. Political and currency instability, 
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and currency controls have proved costly risks in the past and are 
likely to be encountered in the future. The continued failure of 
some governments to meet existing obligations discourages new 
lending. Other adverse factors affecting foreign investment not 
considered in this study should be mentioned. Reference is made to 
unbalanced budgets, disorganized trade and financial relations, 
tariff barriers and restrictive trade practices. 

Most of the unfavorable conditions that now hinder the inter- 
national flow of capital could be removed or improved by govern- 
ment action. Continued existence of these conditions therefore indi- 
cates an unwillingness on the part of the governments concerned to 
make realistic bids for foreign capital. 

Pnvaie investments cannot comfete with loans and- 
grants from the United States government. 

The financial aid now being furnished to other governments by 
the government of the United States should hasten world recovery 
and aid in stabilizing economic conditions generally. That is, it 
should promote conditions that in the long run will encourage 
private investment. For the present, however, it has the opposite 
effect. 

As long as the government of the United States furnishes loans 
and grants to foreign countries, the investment opportunities avail- 
able for private capital are likely to be unimportant. Loans on a 
business basis cannot compete with gifts — or with government loans 
furnished on very lenient terms. Government lending disregards 
many economic factors and may even ignore unsatisfactory political 
conditions in recipient countries, while the private investor should 
give such factors careful consideration. In short, government lend- 
ing is political in character. Private investment usually is and should 
be economic, designed to benefit both the supplier of the funds and 
the recipient country. 

Other countries are now or soon may he able 
to comfete for investment offortunities. 

While the United States government has been the principal 
source of funds for war, reconstruction, and relief purposes, other 
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governments have participated. For example, the Canadian govern- 
ment has furnished a total of more than 7 billion dollars to other 
governments and government organizations of an international 
character. The Argentine government has extended intergovern- 
mental loans and credits amounting to more than i billion dollars. 
Sweden, Switzerland, the Netherlands, and, in fact, most of the 
countries of Western Europe have also participated. Britain, for- 
merly the world’s principal investor and recently the largest 
recipient of loans and gifts, has also provided some war and postwar 
aid for other governments. 

Consideration of the balance of payments position of various 
countries, including some of those named above, indicates capacity 
to export goods and services on credit. Countries with colonial 
possessions will probably choose to furnish most of the develop- 
mental capital used in those areas, and to discourage the entry of 
capital from other sources. Other investment opportunities may be 
shared on a co-operative basis — such as now exists in the develop- 
ment of the oil of the Middle East. In some cases competition for 
opportunities may develop. On the whole, however, it would 
appear that the American investment position would be improved 
by a general resumption of the international flow of investment 
capital, and particularly by the community of interest that would 
grow from the co-operation of American with other capital in the 
development of world resources. 

Some tyfes of investment offortunities 
are more 'promising them others. 

A basic test of the investment character of a project is its capacity 
to benefit both the receiving country and the investor. Capital 
provided for the development of natural resources and the estab- 
lishment of related processing industries in foreign countries can 
be of great benefit to the recipient country. If the products of these 
new or expanded industries can compete in world markets, they 
will furnish the countiy with additional exports and therefore im- 
prove its capacity to pay for increased imports. Investments in 
industries that produce for the local market may reduce import 
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requirements, and therefore indirectly provide the increased foreign 
exchange needed for the transfer of earnings. These developmental 
industries benefit the receiving country by furnishing employment 
for native labor and increasing the foreign buying power of the 
country. 

Loans to governments can meet the test of mutual benefits only 
if the funds provided are used for real economic development. 
Government borrowing that does not directly or indirectly increase 
the paying capacity of the country puts an increased burden on the 
budget and the exchange position of the country, even though it 
may not end in default. Even loans for productive public works 
may involve the borrowing country in foreign exchange difficulties 
in connection with interest and amortization payments. This is 
because the services produced by the use of the loan may not serve 
to increase the exports or decrease the imports of the country. 

Policies followed by the government of the United States 
usually favor the exfort of American cafital. 

The government of the United States as a rule has not interfered 
with the rights of foreign governments to decide on the terms they 
will grant to Americans seeking concessions abroad. Neither will it 
interfere in ordinary cases where difficulties arise between a foreign 
government and an American investor. It has intervened when 
the closed door policy of a government has barred American 
companies from participating in developmental activities on equal 
terms with other foreign concessionaires. It has intervened in cases 
where a foreign state has “grossly violated” the rights of American 
investors, and where there has been discrimination against American 
holders of defaulted bonds. The government has also participated 
in efforts to reach settlement in cases where American property has 
been expropriated by a foreign government. These efforts have 
not always given the protection required to prevent real losses on 
existing investments, but to some extent they have encouraged 
new ventures abroad. 

Through the provisions of the Securities Act of 1933 the govern- 
ment undertakes to protect the private investor against fraudulent 
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issues of securities (foreign and domestic) and against the suppres- 
sion of information that the investor would need for evaluating a 
new issue. It has sometimes taken action to prevent the flotation of 
particular foreign loans, on the ground that they would conflict 
with public policy. By participating with other governments in the 
organization and financing of the International Bank for Recon- 
struction and Development, the government has also undertaken 
to encourage private investment abroad. 

A generally accef table code and court for international 
investments would encourage increased investment. 

The need for a code of fair practices for foreign investments is 
generally recognized. Witness the fact that 56 governments par- 
ticipated in negotiating the charter for the International Trade 
Organization and in the process devoted a considerable amount of 
time to the writing of an international investment code. The princi- 
pal point of disagreement concerns the terms that should be offered 
foreign capital by underdeveloped countries. These countries de- 
sire the machinery and equipment, the scientific knowledge, and 
the technical skills that foreign capital could provide. But many 
of them hesitate to offer the security that will encourage investors 
to accept the other risks involved in sending capital across interna- 
tional boundaries. 

The ITO charter and the Bogota agreement represent first steps 
toward the writing of a code of fair practices. The charter falls 
considerably short of offering terms that will start the international 
flow of investment capital. The Bogota agreement, if ratified, would 
offer the security and the promise of equitable treatment needed to 
stimulate a resumption of the flow of capital to Latin American 
countries. However, the fact that the delegations from 10 of the 20 
participating countries filed reservations when signing the agree- 
ment, raises a question concerning its probable ratification by the 
necessary number of states. If the necessary number of states do 
ratify, the Western world will have achieved the writing of an 
acceptable code of fair practices, and eventually this code might be 
given wider adherence. 
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111 the absence of a workable code and a court for administering 
the settlement of disputes the investor must rely on his own investi- 
gations and conclusions regarding prospective ventures into the 
field of foreign investment. Under these conditions some countries 
would continue to be favored by investors, particularly our neighbor 
Canada and some European countries with good debt histories. 
Others would have difficulty in securing the foreign capital they 
desire. 
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INTERNATIONAL BALANCE SHEETS 


In Chapter III it was stated that, in the aggregate, the foreign 
long-term obligations of the countries of the world amounted to some 
55 billion dollars in 1938. Or, to look at the other face of the coin, 
their foreign long-term investments added up to this same total. 
The creditor countries were named and discussed briefly, and the 
position of the debtors considered. It is the purpose of the present 
appendix to furnish the statistical evidence on which these statements 
and discussions are based. 

Content of the affendix. The pages that follow present inter- 
national balance sheets for practically all countries of the world. The 
figures cover only long-term items, since short-term data are not 
available for most countries. However, it is believed that inclusion 
of the short-term figures would not change the character of the 
balance sheets presented. For example, inclusion of the short-term 
items for 1938 would leave Britain and the United States both in 
the great creditor-nation group, and Germany in the group of large- 
scale debtors. 

The balance sheets show where the Investments of each country 
were placed in 1938, and where the obligations were held. Insofar 
as possible they also show in detail the nature of the investments, 
whether (i) direct investments, or (2) investments of the portfolio 
type. A similar classification Is given for foreign obligations. 

To bring these statements within manageable proportions, the 
classification by types is given in code In the column entitled “Types 
of Investments” and in the “Remarks” column. The code key is 
given below. 

Type op Investment — ^Key 
g Goveinnient debt, including government guaianteed 
p Portfolio (Department of Commerce definition) 
d Direct (Depaitment of Commerce definition) 

III Miscellaneous (Department of Commerce definition) 

c Corporate (or company) securities — ^type and nationality of control not shown 
s Shares, where nationality of control is not shown 
t Total 

aSS 
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BALANCE SHEETS, 1938 


Summarizing the balance sheets, and preceding them are tables 
that show (i) each country’s investments and debts broken down 
by large geographic areas (pages 292-97), and (2) the investment 
and debt position of each continent or large geographic area 
vis-a-vis every other large world area (pages 296-97), with world 
totals for these summaries. 

In most cases the data given apply specifically to the year 1938. 
For the sake of completeness, however, it was sometimes necessary 
to draw on studies for an earlier (or later) year, with allowance 
made for changes known to have taken place. 

Sources of the data. The principal sources from which data for 
the various countries have been compiled are indicated by code 
letters in the column entitled “Sources of Data,” and by the code 
key on page 287. Some supplementary references are also given in 
the “Remarks” column. For one reason or another, many other 
sources that were consulted in the course of checking and evaluat- 
ing available data are omitted from our list of references. For 
example, where there was general agreement among various 
sources, we have cited only what appeared to be the original 
source of the data in question. 

In general, we have given preference to figures compiled and 
published by governmental agencies of the various countries, and 
to some that are generally accepted as semi-official in character 
though compiled by private agencies. Some of these official and 
semi-official studies are readily available — notably those for the 
United States, Canada, and Great Britain. Many of them are 
brought together in summary form and published annually by the 
League of Nations in its Balances of Payments series. 

Much additional material was obtained from unpublished and 
unofficial reports made available by the Department of Com- 
merce; from the foreign section of Moody’s Governments and 
Municipals; from the series of reports that the Department of 
Overseas Trade (of the United Kingdom) has published under the 
general title of Economic and Commercial Conditions; and from 
special studies made by various scholars. The last issue of Kimber’s 
Record of Government Debts, though it was published in 1934, was 
helpful as a check against other sources; and the Compass financial 
year books — published for a number of European countries before 
the outbreak of the present war — provided information regarding 
the ownership of some foreign companies. 
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tion, and that many of these lack comparability as regards cover- 
age and definition. Studies made for some countries include loans 
long in default, while others do not. Some extend the definition of 
foreign investments to include the investments of foreigners resi- 
dent within the area studied. Where such discrepancies are appar- 
ent, we have included loans in default if they had not been repudi- 
ated, and have made corrections to exclude obligations due to 
resident foreigners. It is probable that some (perhaps many) 
have not taken account of the difficult problem of repatriated 
bonds, but in very few cases have we been able to make corrections 
for such transactions. 


Data Sources — Key 

A Moody's Governments and Municipals (1940). 

B The same (1939)- 

C League of Nations, Balances oj Payments, igjS, 

D The same, sgs7- 

E The same, 1936. 

F U, K. Department of Overseas Trade, Economic and Commercial Conditions, various 
countries and years. 

G U, S. Department of Commerce, Foreign Long-Term Investments in the United States, 
1937-39- 

H The same, American Direct Investments m Foreign Countries, 1940 (1940 figures used). 

I The same, Status oj United States Investments tn Foreign Dollar Bonds, End qf 1938 
(mimeographed May i, 1939). 

J The same, unpublished and unofficial data. 

K Sir Robert Kindersley in Economic ’Journal, December 1937, 1938, 1939. 

L South American Journal. 

M Dominion Bureau of Statistics, The Canadian Balance qf International Payments 

(m9), pp 174-77. 180-81. 

N Bulletin de la Stotistique GenMle de la France, No. 3, 1932; No. 3, 1938 

0 Helmut G. Callis, in The Annals, March 1943. 

P E. Kann and J Baylm in Finance and Commerce (Shanghai 1941); C. F. Remer, 
Foreign Investments in China (1933); Council of Foreign Bondholders’, Report, 1941; 
Chang Kia Ngau, China's Struggle for Railroad Development (1943), p. 171, recalcu- 
lated at 1937 exchange rates. 

Q Compass (1937), Austna. 

R The same, Hungaiy. 

S The same, Czechoslovakia. 

T Figures for German long-term indebtedness to foreigners, other than United States, 
are estimates based on totals for the beginning of 1939 (League of Nations, Balances 
of Payments J938, p. 58), on the 193S geographic distribution of long-term loans and 
credits (the same, 1937, p. 112) and on the 1936 distribution of direct investments 
(the same, 1936, p. 122). Figures for the United States are from Department of 
Commerce reports. In other cases it is assumed that the distribution was propor- 
tionally the same in 1939 as in the earlier years. See p. 289 regarding exchange rate 
used in these calculations. 

U La Grice et la Crise Mondtale, Edition de la direction de la Presse Minist^re des Affaires 
Etrang^res, Athens (1933), p. 42. 

V Kmber's Record of Government Debts (1934). 

W S. Herbert Frankel, Capital Investment in Africa (1938). 

X Estimated from various information. 

y Lend Lease Bill Hearings on H.R, 1776 before Hqus? Cgppmittee on Foreign Affairs, 
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To provide reasonably complete international balance sheets 
for many countries, it has been necessary to piece together in- 
formation from many sources. This is because there are not many 
countries for which we have found studies covering both interna- 
tional assets and liabilities, and there are some for which we have 
found no data assembled for either side of the account. Where our 
sources indicated the existence of certain inter-country obligations 
without showing their amount, suitable entries were made, with 
three dots in the amounts column. If an estimate for “countries 
not identified” was available, it was assumed that it covered such 
three-dot entries. Otherwise these entries indicate that totals given 
are incomplete, and plus signs are used to call this to the reader’s 
attention. 

Method of work. In undertaking the task of compiling interna- 
tional balance sheets for all countries, we turned to double entry 
bookkeeping for an essential tool. It is readily apparent that if the 
balance sheet for Country A shows an investment in Country B, 
then B’s balance sheet should show obligations to A of like 
amount. In the language of the accountant, every credit entry 
must be offset by a debit of like amount, and vice versa. 

Observance of this rule, so far as this was possible, forced upon 
us a very considerable task of comparing, evaluating, and choosing 
between discrepant data available from various sources. How- 
ever, it has made possible the compilation of fairly complete and 
mutually-consistent statements for practically all countries. The 
obstacle that has interfered with full observance of the double- 
entry rule is the item “country not identified” which is found in 
many accounts. Here, clearly, it was impossible to make the off- 
setting entry required. 

For the world as a whole of course the sum of all international 
obligations is always equal to the sum of all international invest- 
ments. The summary table on pages 296-97 shows that our ac- 
counts fall short of meeting this test. It also shows that the item 
“country not identified” is responsible for the major part of the 
difference. A minor discrepancy results from our inability to choose 
between conflicting figures regarding United States investments in 
Austria and Poland, drawn from three official, over-all studies. 
Reference to these studies shows that the Department of Com- 
merce put United States investments in Austria at 15.9 million 
dollars, and in Poland at 79.2 millions. But Austria reported 42.5 



EXCHANGE RATES 


million dollars of obligations to the United States, and Poland 
171.2. millions. The discrepancies noted are so wide that an arbi- 
trary choice of one figure or the other for both accounts involved 
would have destroyed the comparability of the series in which the 
substitution was made. Therefore, it seemed best to record the 
figures as reported by the respective governments, noting the 
alternative figure in the remarks column. In practically all other 
cases, the complete and detailed Department of Commerce figures 
on American investments abroad have been used in compiling 
balance sheets for foreign countries. That is, they have been used 
for entries showing foreign obligations to the United States. 

Foreign currencies and exchange rates. Where source data were 
given in terms of foreign currencies, we have converted to dollars 
at the average rates of exchange given below. Since 1938 was a 
year of many sharp changes in exchange rates, figures for 1937 
were used in preference to 1938. 


Exchange Rates— In U. S. Dollars* 




290 


BALANCE SHEETS, 1^38 


In 1937 many types of German marks were used in foreign trade, 
but the average rate always quoted was that for the government- 
supported “free mark,” valued at 40.2 cents. It took no account 
of various types of blocked marks which sold at only a fraction 
of this rate. Since our figures for Germany’s foreign obligations 
are based on data given in German marks, they may be out of 
line with figures for other countries. However, this fictitious rate 
appears to be the only one computed and made public. 

French long-term investments abroad are given in both francs 
and dollars, and where the loan terms clearly called for payment 
in gold francs, that fact is indicated. That is, the present dollar 
value of the gold franc was calculated at roughly 1.7 times its 
par in terms of the old dollar — since the dollar before it was de- 
preciated on January 31, 1934, had a gold value i .7 times as great 
as the new. Amounts stated in gold francs have been converted to 
dollars at two alternative rates: at 4 cents per franc, the average 
paper-franc rate for 1937; and at 32.8 cents, the value of i gold 
franc (old par 19.3 cents) in terms of the depreciated dollar. In 
the same way, some Czechoslovak issues calling for payment in 
gold crowns have been converted at 3.5 cents and 5.1 cents. 

It is generally recognized, of course, that French investors will 
never be able to collect payment on a gold-franc basis. However, 
the Stabilization Law of 1928, still in effect, requires that pay- 
ments on gold franc contracts already in existence should be made 
in amounts equal to the value of the gold franc payments stipu- 
lated in the contract. This law was upheld in a case before a Paris 
court as late as April 1940.^ 

The accounts for the United Kingdom are given in pounds 
sterling as well as dollars, to facilitate comparisons with data from 
British publications. 

List of countries and order of arrangement. Page 291 lists the coun- 
tries for which balance sheets have been compiled, and groups 
them by large geographic areas. It also shows the order in which 
the balance sheets are presented, and the order of arrangement fol- 
lowed in each of the statements. 

For Britain and most other countries with colonial possessions, 
the investment account shows the investments made within the 
Empire as distinguished from those in foreign countries. The ex- 
ception is Japan, whose figures on investments abroad have 

1 Wall Street Journal^ Oct. Hi 1934! Apr, 25, 1940. 
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List op Countries Included in Debt and Investment Tables 


EUROPE: 

NORTH AMERICA: 

ASIA AND OCEANIA: 

Austria 

Canada 

Australia 

Belgium-Luxemburg 

Mexico 

China (including Man- 

Bulgaria 

United States 

churia) 

Czechoslovakia 


India, Buima, and Cey- 

Danzig 

CENTRAL AMERICA 

lon 


AND WEST INDIES: 

Indo-China and New Cal- 

Denmark 

British West Indies 

edonia 

Eire 

Costa Rica 


Estonia 

Cuba 


Finland 

Dominican Republic 

Iraq, Palestine, 'and Syria 

France 

French West Indies 

Malaya 

Germany 

Guatemala 

Netherlands East Indies 

Greece 

Haiti 

New Zealand 

Hungary 

Honduras and British 


Iceland 

Honduras 

Philippine Islands 

Italv 

Netheilands West Indies 

Portuguese Asia (Tiraoi 
and Macau) 

Latvia 

Nicaragua 

Siam 

Lichtenstein 

Panama 

Turkey 

Lithuania 

Salvador 


Monaco 


AFRICA: 

Netherlands 

SOUTH AMERICA: 

Belgian Congo 


Argentina 

Biitish Africa 

Norway 

Bolivia 

Egypt (and Suez; 

Poland 

Brazil 

French Africa 

Portugal 

Chile 

Italian East Africa 

Romania 

Colombia 


Spain 


Libeiia 

Ecuador 

Portuguese Africa 

Sweden 

Gulanas 

Spanish Africa 

Switzerland 

Paraguay 


United Kingdom 

Peru 


Yugoslavia 

Uruguay 


U.S.S.R. 

Venezuela 



consistently ignored tliose in the colonies. However, it is known 
that the Japanese have shared in developing the mineral resources 
of the colonies — particularly in Korea — and in the building of 
railways, electric installations, and other public utilities. It will 
be seen, therefore, that the map on page 39 includes the Japanese 
colonies with the small debtor group, even though no balance 
sheet for these areas could be compiled. 

For some colonial groups — French West Indies, British Africa, 
French Africa, and Portuguese Africa — it has been possible to 
give partial information concerning component areas. In some 
cases it was necessary to group together countries that are poli- 
tically independent. 
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Position of Each Country, 1938 

of dollars) 

II. INTERNATIONAL OBLIGATIONS 
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Regional Creditor-Debtor Position 

(In millions 




REGIONAL SUMMARY 
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OF Each Country, {Continued) 
of dollars) 

II international obligations 
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Regional Creditor-Debtor Position 

(In millions 

1 INTERNATIONAL INVESTMENTS 


Creditor Country 

1 Debtor Area 


1 

USSR 

j Nora , 

^ntral 

^t 

^th 

Oceania 


Not 

tified 

Total 

Belgian Congo 

British Africa 

Egypt (and Suez) . 

French Africa . 

Italian East Africa 

Liberia 

Portuguese Afnca 

!! 

= 

2 


= 

E 

z 

z 

106 

Africa Total. 

World Total 

91 

" 

IS 

- 



“ 


112 

9,342 

1 

15,136 1 1,502 1 7,507 

14,581 

1 4,029 1 711 1 52,823 


Regional Summary of Inter- 

(In millions 

I. INTERNATIONAL INVESTMENTS 




REGIONAL SUMMARY 


297 


OF Each Country, [Continued) 
of dollars) 

II. mXERNAriONAL OBLIGATIONS 



1 Creditor Area 




1 

Central 


1 Asia 





Europe 

USSR. 

I America 

mst 

Indies 




a 

Tot.il 

Belgia^n Congo 

Egypt (and Suez) . 

French Alrica . . 

Italian East Atrica. . , . 

Liberia 

Portuguese Africa . 

Spanish Africa , , 

Africa, country not specified 

Africa Total . . 

419 

*490 

201 

3,872 1 

"^1 

78 

10 

12 

~t59 1 

- 1 

- 1 

1 1 1 I 1 I 1 1 1 1 1 

1 1.11 1.111 

= 

1,9U 

201 

12 

184 

25 

1^031 

"Other British Countries’’ 


- 1 

-1 - 1 

- 1 

- 1 

- 1 

- 


World Total , 

36,733 1 

54 1 

12,039 1 68 1 

73 1 

2,313 1 

112 1 

2,665 

54,957 


NATIONAL Balance Sheets, 1938 

of dollars) 

II INTERNATIONAL OBLIGATIONS 
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Long-Term Investments and Obligations, 1938 

AUSTRIA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In Amount Invest- of Remarks 

ment Data 

Bulgaria .. S 0.8 c E 

Czechoslovakia , . 0 S q S 

Germany 17 d T 

Hungary .. 2.S d R 

Poland 12 3 t C AlU 

Romania . I S s A 

Yugoslavia . 8 4 t AF All d 

Europe, total $ 43 

United States . . 0 t G Practically all p 

Chile 0.1 t Alld 

Near East 

North Atrioa 

Total identified.,. , $ 52.1 

II. LONG-TERM OBLIGATIONS ABROAD, 

To 

Belgium .. $ 5.4 t CQ t4 3p, $lld 

Czechoslovakia... . 17.5 p C 

Prance . .... 40 p C 

Germany. . . .... 63 t CQ $3 p; $3 3 d 

NttLrIatids.. ; ■ *813 p C 

Poland . . 2 5 t CQ $0 3 p, $2 2 J 

Spain .... , 2 4 p C 

Sweden, Norway, Denmark.. . 4 5 p CA S4 4g 

Switzerland , . 69 t CJ 852 p, $17 d 

United Kingdom.. . . 98 t CAQ $95 5 g; 82 5 d 

Europe, total $273 2 

United States.. 42.5 p, d CH $36 8 p (U, S. Dept, of Commerce gives $10 2 1 

for dollar bonds), $5 7 d (1936 figure) 

Country not identified 61,3 t CA Includes $60 which is Austria’s share of pre 

war Austro-Hungarian external debt so fa 


World total 



EUROPE 


In Empm Cmn 
Belgian Congo 


BELGIUM-LUXEMBURG 
(All value figures are m millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

A t Source 

ment Data 


g, S21S n 


mvestment of Belgiai 


Remarks 

a ' 


gives higher fipires ) Based on 
Standard Corporation Records 




Austria . . . 
cSoalovakia' 

Lithuania . . . 


Yugoslavia . , , 


$43 p. Slid 
$3 g, $7 8 c 

Some in chemicals and me 
Some d (rayon nulls, glass 


$10 d, $14 
$1.4 g, $1 


$14 g Based on J, A, U 


Argentina . . 
Bolivia .. . , 

Chile. , 
Colombia 


all c);$74 d, S12m 
(pnncipally public utiUtu 


“Fair-sized sums’ 


Egypt 

Total identified 


$60 g (of this $S3.7 railways), $24 d 
Some d (including a cement factory) 

Banking, railways 


... $1,253 

II. LONG-TERM OBLIGATIONS ABROAD, 


Netherlands,',. 
Ifcited Kingdom 


$33 9 g (of which $7 9 Luxemburg) Total fo 
Belgium ($223) estimated from 1937 inter 
est and dividends receipts 


Country not iriei 
World total 


$31 2 pj $17 d 

Bonds held by Egyptian go 
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Italy 

Netherlands . . . 
Sweden . _ . 

United Kingdom 
Europe, total 
Umted States .... 
Country not identif 


United States. , 
No further rec 


EUROPE 

CZECHOSLOVAKIA (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 

$ 0 5 d b 

Some in chemicals and mi 
39 4 g, d AS $27.9 gj $U.S d 


$8 2 p (of this $1.1 Sudi 
$140n,$lSd Di 


total identified above This includes $11 
which is the Caechoslovak share of pro 
war Austro-Hungarian external debt 


DANZIG 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


11. LONG-TERM OBLIGATIONS ABROAD, 


— Swedish Match (Standard Corporation 




Total identified 
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(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type ot Source 


II. LONG-TERM OBLIGATIONS ABROAD, 


45 gold francs at 4i! (paper value) or at 
32 H (gold value) Based on Inter- 
national Institute of Finance, Bulletin 
97, p 23 

Some Danish krone loans 
*33 g Based on A, C, D, E 
*1 8 Si *0.8 land 

*7.2 Swedish loan to Mortgage Bank ol 


(All value figures are in millions) 

. LONG-TERM INVESTMENTS ABROAD,” 


II. LONG-TERM OBLIGATIONS ABROAD," 


Dnited States. . . . 


*0 4 p. *2 1 d 





United States 
Country not id' 


EUROPE 

ESTONIA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

* Type o£ 




$ 0.4 


AUc 

A]Ip(c) 


Difference between total n 
Etonian Government and 


II LONG-TERM OBLIGATIONS ABROAD, 


Netherlands 

Sweden , 

United Kingdom . . , 
Europe, total . . 
United States. 
Country not Identlfie 


Some d (see Danzig) 

Difference between total reported by Estonian 
Government and total identified above 


FINLAND 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


$ I,: 

II. LONG-TERM OBLIGATIONS ABROAD, 


Europe, total. . . 
United States . ... 

Country not identified . . 


S36.4-(- 
U.4 p, d 

4.2 - 


Some d (includli _ “ ' . ' 


World total. 


$32 g; $23 I 
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FRANCE 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In Empire Countries Amount® fiivest- ^of Remarks 

Guadeloupe . , Frs 77 $ 3.1 g A 

Martinique 57 2.3 g A 

Central America and 

West Inies. total Frs 134 $ 5 4 


Guiana. French . Frs 14 $ 0.6 e N 


Indo-China . Frs 9,768 S 391 t BNO 5162 g (including guaran- 

teed rails), $229 d 

New Caledonia , . 65 2,6 g A Also some d (mining) 
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FRANCE (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 


TO! 

Belgium 

Norway 

Switzerland 

United Kingdom . . 

Europe, total. ... 
United States 

Total identified . . , 


GERMANY 

(All value figures are In millions) 

1. LONG-TERM INVESTMENTS ABROAD 

Type o l 


Amount Invest- 

.$63 


CQ 


«3p,«3.3( 

Germans hi — 

developing 6 deposits. (Minerals Y 


Hungary 

Lithuania 

Norway. 

Poland 

Portugal. 

Romania 

Spain . 


Yugoslavia.. 


Mexico $ 6 5 

United States 124 

North America, total *130 5 

Costa Rica . . ..*25 


Germans control nickel mine and telephone 
company 

Probably an understatement Ail d 
Aile 

*1 1 a, *0.4 land 
$74 g; $ld 


All railways Probably sc 
*40^'(’aU chlss irSo™ 


Central America and West 


giombia .. 

South America, total. . , 


All d. (Pnnapally banking, commerce and in 
dustry) 

All d (*5 commercial, *2 real estate) 

Alld 

*19.7 d ^*16 2 commerce and industry) 

^tlef 


“Fair-sized sums 





EUROPE 


china (including Manchuria) 
Netherlands East Indies. , 


GERMANY (Investments continued) 

. *130 t AP *86 g (of this $54 6 railways), S-1 


II. LONG-TERM OBLIGATIONS ABROAD, 


Czechoslovakia , , . 
Denmark . , 

^ , 

FoUal' . . . 

Sweden . . . 

Switzerland . 

United Kingdom. 




GREECE 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 


11. LONG-TERM OBLIGATIONS ABROAD," 


Mar. 14, 1942 p. 
Germans control ni 


North America, total . . * 21 


“ Roughly one third of the Greek Government’s foreign-currency debt was held inside the country (see item 3 
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HUNGARY 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Typ® Source 

Amount Invest- of RemE 


11. LONG-TERM OBLIGATIONS ABROAD, 


Germany. 46 

NetSerlands. . . 6.0 

Romania . . ... OS 

Sweden , . .. .. 2 8 

Switterland. . . , 14.2 

United Kingdom 86.6 

Europe, total *204.3+ 

United States 57.0 

Country not identified. . .. .. 108 


*1.4 g; *1.3 d 
*2 3 g; *0 3 
*25.5 gl *7 


25.5 gl *7 1 
'tobably an i 


k 


understatement. All d 


*13 g, $1 2 d (an understatement) 
*86.5 gl *0.1+ -■ 


*43 9 PI *13 1 d 

Share of Austro-Hungarian prewar external 
debt assumed by Hungary 


ICELAND 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


Alnount Invest- 

. *... 


Data 


Less than *0 5 I 


record available. 

II. LONG-TERM OBLIGATIONS ABROAD, 


Total identified . 



EUROPE 


ITALY 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 


*17 gi *1 9 c 

*13 3 g; *2 7 d .(oil) . 

Banking and olive oil refinenei 


II. LONG-TERM OBLIGATIONS ABROAD, 


^ Italy lias retired its quota of the old Ottoman debt. 
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LATVIA 

(All value figures are in millions) 

I LONG-TERM INVESTMENTS ABROAD, 


Lithuania , . . 
United States . , 


, , G Less than $0 5 t. All s 

II. LONG-TERM OBLIGATIONS ABROAD, 


Estonia , 

Germany 
Netherlands, 
Sweden , , , 

Switzerland 


United States. . . 
Country not idei 
World total , 


$24 6 


Imperial Russia $0 3, U S S E. SO 1 
$2.4 p; $0 2 d 


UCHTENSTEIN 

I. LONG-TERM INVESTMENTS ABROAD, 

Millions Type ot Source ^ 

Dollars ment Data 

20 t G $12 p (all c)i $8 d 

II. LONG-TERM OBLIGATIONS ABROAD, 

LITHUANIA 

(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


Amount Invest- 


Less than $0.5 t 


II. LONG-TERM OBLIGATIONS ABROAD, 

g, s FC $0.4 g, $3 5 


United Kingdom 
Europe, total 


Country not identified . . 


Some d (see Danzig) 
DiSeren« between tot 


ntified^bove 



EUROPE 


. LONG-TERM INVESTMENTS ABROAD, 

MilHoDs Type of Source 


II. LONG-TERM OBLIGATIONS ABROAD, 


NETHERLANDS 
(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 

Type ot Source 


In Foreign Countries; 
Belgiura-Luveraburg. . 


$6.8 g, $11.3 e 

$73.3 g; $10 d (ID 3 oil) 

Estimated from 1937 inte 





312 


BALANCE SHEETS, 1938 


NETHERLANDS (Investments continued) 

ilanchuria) . . 37.2 t 


Iraq and Palestine 
^Saya, Btitish 


*31.4 g (all railways): $5.8 d 
Part of Royal Dutch-Shell mv 
Anglo-Iraman Oil. (Based on St - 
Dotation Records) 
ased on H and Ecommisl, May 


rench Morocco . 
Africa, total . . 
World total . . 


Norway 
United States 
Total identified . 


II. LONG-TERM OBLIGATIONS ABROAD, 


Denmark 

Finland . ... 

Germany. . 
Netherlands 
Romania. . . 


NORWAY 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of 


Amount Invest- 


Remarks 

See Swedish investments in Austr 


Country no 
World to 


II. LONG-TERM OBLIGATIONS ABROAD, 


*1 8 s, $0,8 land 
*5 7 g, *26 5 s, *0 5 1 
*1.1 s; *0 4 land 
*8 1 g, *2.5 s 
$24.1 g; *8 s, $6.8 lai 
*12 8 g. *10.8 s 
*38 g, *10.3 s, *0.7 li 


World total 
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POLAND 

(All value figures are in millions) 

I LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In Amount Invest- ^ot Remarks 

Austria S 2.5 t CQ $0 3p,«2,2d 

Germany 

United Kingdom 

United States ^ t G $1 p (allc), $1 m 

Totni identified .... , $ 4 S 


Austria 

Beigiura . . 

Czechosiovakia 

Denmark 

Germany 

Italy 

Netherlands, . 
Sweden ^ . 

United Kingdom 
Europe, total . . 
United States . 


11. LONG-TERM OBLIGATIONS ABROAD,* 

$ 12.3 


S3 8 g, $38 3 c 

50idg,S4rc 

ioV railways), $145.9 c 

$17 g%1.9 c 
$6 8 g, $11,3 c 
$36.1 g, $17 8 c 

lissliln'c” 

;; $77 3 c (The U S. Department of 
merce gives a smaller total — $79 2) 


World to 


$730 


‘See also Leopold Wellisz, Foreten Capital in Poland (1938), particularly Appendlit B table 

PORTUGAL 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Invest- of Remarks 

Data 


In Empire Comtriesi 


$ 55.5 


Empire Countries, total . 


$37.6 gi $18 d (including railway shares 
by Portuguese Government) 

$1 gj $33 railways 

$1 6 in Asia, $1 1 in Africa 


Total identified . . 


$1 p (all c)i $1 m 
Largely sterling seciintles 


II. LONG-TERM OBLIGATIONS ABROAD, 


Some d (including Lisbon Light and Power 

COi) 

Very small 

Some d (including an oil refinery) 


United State 
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ROMANIA 

(All value figures are in millions) 

[. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


United States 


Some d, includini 
Less than $0 5 t. 


II. LONG-TERM OBLIGATIONS ABROAD, 
t 1 s g 


(gold Kc 
■ancdebt) ! 


debt) , 

Germany 

Netherlands 

Norway 

Switreriand, 

United Kingdom ... 
Europe, total . 

United States 

Country not identified 


1 ’“}^ 

AJ 

f 

A^J 


t3 S g, $8 S d ($6 oil) _ 


Kc (gold) 178.2 at 3Vii (paper value) 
or at S.li! (gold value) 

«2.7 g! *17 d ($1S oil) 

348 gold francs at ip (paper value) or 
32 sf (gold value) 

*13.3 g! *2.7 d (oil) 

*73 3 g, *10 d (*P.5 oil) 


.4 Pi *48.1 d (Based on H) 


SPAIN 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In Empire Countries; Amount Invest- of Rem 

raent Data 

[orocco * 

In Foreign Comilries; 


Costa Rica, 
Panama... 


Repotted figure scaled down because 
eluded resident^ foreigners, and also 

*5 S g. *42 S d (prinetpaUy utilities) 

All d (*0 7 mmmg, SO 6 commercial) 
All d (*6.9 commerce and industry) 


Total identified. . . 


* 82,0 
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SPAIN (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 


Tramways, railways, light and power 
Gowernment, railways, mining, utilities, m 

Banking, olive oil refineries 
Excluding confiscated propertieb New V 
Tims,F&h 5, 1937 


SWEDEN 

(All value figures are in millions) 

. LONG-TERM INVESTMENTS ABROAD, 


Swedah Match (Standard Corporation Rec- 


Some d, including 1 telephone companies 


AD $3 5 g (see also Moody's ComriimeiUs, 1 
p lS39],$2c 
CA *4.2 g 


Asia and Oceania, total . , 


The interest and dividends income reported in annual statements published by the League 
indicates that the total given here is understated by some loo to soo milbon dollars In part, 
explained by the fact that Sweden often participated in loans originating in other markets and in 


3i6 


Czechoslovakia... 

Germany 
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SWEDEN (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 


Sweden paid o5 the last of its foreign 
acy government loans. {Source F) 


Austria . 
Bulgaria. .. 
Czechoslovakia.. . 
Denmark 
France 

Germany . . . 

Greece 

Hungary . 

Italy 

Latvia . . . 
Norway ... . 
Poland 
Romania . 
Yugoslavia .... 

Europe, total. 


SWITZERLAND 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- of Rem 

ment Data 


$13 g; $1 2 d (an undei 


Umted States 
North America, total 


$12 8 g; $10.8 s 
$10 2 g, $U4o 
$10.7 g; $1.5 d 


ailways 
J) (all c): $ 






NetieriaiKis 

Europe, total. 
United States 


II. LONG-TERM OBLIGATIONS ABROAD, 

,$ 16 t X Estinmted remainder of 1914 holdings ^ 


Total identified 
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UNITED KINGDOM 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

In Empire Couniries; Amount Invest- ^of ^ Remarks 


Canada , . . £ 537 $ 2,685 t M $920 g (including guaranteed rails) 

Newfoundland 


West Indies, British £40 $ 200 


KA 


Includes Barbados $2 g; Bermuda 
$0.5 g. Jamaica $43 S g, Trinidad 
$13 g and large amount in oil re- 
fineries, Windward Islands $2 g 


$1,525 g (including $302 govt. i 
“ anteed rails and railway ai 
ties), $1,200 d. Based on 
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UNITED KINGDOM (Investments continued) 


KJY *338 g (including guaranteed), 
*1,612 d (including *1,108 rys ) 

I AUd (*11.6 rys,, *10 6 mining) 

k *600 D rincludina *360 a) . *200 d 


Jfc'therlanda East InAcs . 
Philippine Islands 


Corporation Records 
*8 g, *35 0, Based on A, H, and 
Economist, May 1931, p. 1095 

eUaiid 

*15 g, *85 d (Moody's Govemments, 
1943, p 1905) 

*17 5 g; *167 5 d 


*18 g held by UK Govt,; *40 
United Africa Co.; *6 mining 
(Based on A and W, p, 162 
Standard Corporation Records, 
Joralemon Romantic Copper, p, 
258.) Some additional in mining 
and railways. (W. p 411) 


*62 Benguela Ry (See Moody’. 
Ratlroads 1933) 

All m Belra Railway (.Moody’s Rail 
roads 1933) Some additional m : 
other railways (See W, p 416) 


er 1938, and corporate secunties in December 1036. 

Africa includes Anglo-Egyptian Sudan, SomoIiUind, Kenya, Uganda. Tanganyika, Zanzibar, N 
est Africa includes Nigeria, Gold Coast, Sierra Leone, Gambia Ot/icr Africa includes Basutc 
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UNITED KINGDOM (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 


YUGOSLAVIA 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


IL LONG-TERM OBLIGATIOIHS ABROAD, ‘ 


*6 7 g, $16 3 d 

$2 5 g; $23 d ($8 1 mimngl See Economist 
Apnl 1940, p 746 


ither than direct investment See Ectmomsi, April 1030, p 196, 

“ Vugo8l{iYi^ TfteCP responsibility lot any share of the old Ottefflafl 
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U.S.S.R. 

(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- of Remi 

ment Data 


$ 0.4 


tO.ltoUSSRiSOS 
Less than 0 5 t, some i 


*10 9 g! *36 6 d 

Debt Incurred m gold dollars (wo 
11 1 in depreciated dollars) 


. ... $54 7 + 

II. LONG-TERM OBLIGATIONS ABROAD,* 


[fnlted States. . . 
Japan 


“ Repudiated external government debt (excluding war debts and interest) aggregated about £9451000, oc 
(.Moody's Gournments, 1940) Expropriated foreign properties amounted to additional millions. 


CANADA* 

(All value figures are in millions) 


United'Kingdom. 


1. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

* r ‘ of Renr 

Data 


Amount Invest- 

i ”r 


$652 p (all c), $463 d, $ 


It foreigners, a; 
ither short term 


Chile 16 t 

Colombia^ ... 10 4 t 

South America, total ... . S 2184* 
Country not identihed . . I 542 ^ 


All d (utilities) 

All d, p unknown but be 


Government and total identified & 
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To: 

United Kingdom 
United States 


CANADA (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 

. $ 40 l X Estimated remainder of 1914 holdings, 

checked by M 

2,685 t M $920 g (including guaranteed rails) 

3,795 I III $1,693 p (based partly on U S Balance a/ 

Payments ms, p SO); $2,102 d 

108 — M Difference between total reported by Canadian 

Government and total identified above 


World total $6,628 t M 


“ Newfoundland is included in figures for the United States, but the amounts are very small 


In: 

United States 


MEXICO 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- ^of Remarks 

$ 19 t G $12p(allc),$2d,$5m 


II. LONG-TERM OBLIGATIONS ABROAD, 

To: 

France . . ... $ 91 t A $85 g and railways 

Germany 6.5 t A All railways. Probably some mining is Ger- 

man, also some government 

Netherlands 46 t A Principally oil 

Switzerland .... 35 t A All railways 

United Kingdom .... 880 t AL $160 g, $460 railways, $260 other d Includes 

about $800 obsolete, defaulted, etc 

Europe, total $l,027-f 


Canada $ 27 t A All d (uulities) 

United States 658.5 p, d XH $179 p including $67 g (based on A); $479.5 d 

(1936 figure) 

North America, total .$ 685 5 


Country not identified $ 65 d A Mining 


World total 


1,778-f- 
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Denmark 
Estonia . 


Netherlands 
Norway , . 
Poland 


Sweden 
Switzerland 
United Kingdom . 


UNITED STATES 
(All value figures are in millions) 

. LONG-TERM INVESTMENTS ABROAD," 

Type of Source 


Amoimt Invest- 


IH 


$10 2 p (Austrian authorities give 
$5 7 d (1936 figure) 

$312p, $17d 
$4.8 Pi $3 1 d 

$8.2 p (of this $1 1 Sudetenland)i $ 
$1.9 p, $1 1 d (figure is for Danzig 
and Lithuania) 

$91 Pi $19.7 d 
$0 4 Pi $2 1 d 
Some d (see Danzig) 

$8.9 Pi $5 5 d 
$14S^p, $117 2d 


invested in Austria and $11: 
Czechoslovakia 
$14.8 p, $6 d 


$68 6 p, $30 9 d 
$50.2 p, $29 d (Polish autho 
total— $171 2) 

$4.4 Pi $48.1 d (based on H 


$90^^ ^(including foreign currency se 


Europe, country not specified. . 


Based on J and V, S, Balance of Payments, 


North America, total 


Newfoundland ..$ 3,795 
658.5 


,693 p (including foreign currency sc 
Lies, see U. S. Balance oj Payments, . 


Based partly on H 


specified.. .. 
Central Americi 


X Based partly on H 

H 

IH $11.5 Pi $36 8 d 

IH $4.1 Pi $11.2 d 

— U. S. Balance a/ Payme. 


1 1 consist of foreign dollar b 
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UNITED STATES (In 


Bofivia... 
Brazil . . 
Chile .. 


South _ America, country not 
specified,., 

South America, total . . , . S 

China (including Manchuna) 

Indo-China and Siam . 

Iraq, Palestine, and Syria . . 

llalaya 

Netherlands East Indies 

New Zealand 

Philippine Islands 

Turkw 22? 
Oceania, country not specified , 3 

Asia and Oceania, total, . . ,S 997 3 

Belgian Congo , . . S 9 1 

Bntish South Africa 72 9 

Other British Africa. . . 5 0 


Portuguese Africa 
Other Africa 
Africa, country not s 


— VS Balance of Payments, I03S, p. SO 


IH m.9 p; $97 7 d 

APH $139 p (including $11.6 rys ), $91 d 


Including Arabia and 
$0.1 p (in Palestine), 
$117.6 p. $37 7 d 
Based on H 


See Indo-China 
$10.7 Pi $12 d 

U. S Balance of Payments, 19 IS, p. 


$1.9 p, about $10 d (based parti 
Lewis, America’s Stake tit Intel 
vestments [1938), pp. 286-87) 

Baaed on H 

V S. Balance of Payments, 193S, 


II LONG-TERM OBLIGATIONS ABROAD, ^ 


Belgium-Lusemburg, , 
Czechoslovakia, . 

Eire"”"*' ■ 

Estonia 

Finland . , 

France 

Germany 

ifcem'../'- 

Monaco 

Netherlands 

Norway 

Poland. 

Portugal 

sSn 

Switzerland 

United Kingdom . . 
Yugoslavia 


$2 p, $2 d, $1 m 
$5 Pi $8 di $4 m 
$3 Pi $1 d, $5 m 


$1 p, $1 m 
$17 p, $1 d; $3 in 
$18 p, $30 d, $3 m 
$655 Pi $74 d, $34 m 
$ljS75 Pi $833 di $335 m 



BRITISH WEST INDIES 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

In. Amount Invrat- ^of Remarks 


United States 


«22 p (all c)! $1 d, 
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BRITISH WEST INDIES (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 


United Kingdom $200 

United States . . 10 

Total identified .... $210 


KA 

X 


Includes Barbados $2 g; Bermuda $0 5 g, 
Jamaica $43.5 g, Trinidad $13 g, and a large 
amount in oil refineries, Windward Is $2 g 


Based partly on H 


In’ 

United States 


COSTA RICA 

(AH value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- ^of Remarks 

... $ 1 t G All p (c) 


II. LONG-TERM OBLIGATIONS ABROAD, 

To; 

France $ 4,2 t A $0 2g 

Germany 2 5 t A Alld 

Spam , , , . ... Some bonds and real es 

United Kingdom 25 t KLA $8 5g 

Europe, total ... ..... $3I.7-|- 

United States $32 7 p, d IH $8 pi $24 7 d 

World total $64 4-t- 

CUBA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In: Amount Invest- of Remi 

ment Data 

United States $ 26 t G $17 p (all c), $5 di $4 n 

II. LONG-TERM OBLIGATIONS ABROAD, 


France 

Netherlands. . . . 


0 6 


$10 g, $130 d ($125 railways) 


United States 627.8 

North America, total $637.8 

Sterling securities held outside 


UK . .. 
World total. 


$807-1- 
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DOMINICAN REPUBLIC 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In' Amount Invest- of Remarks 

United States $ , G Less than $0 S t 

II. LONG-TERM OBLIGATIONS ABROAD, 

To, 

United States $49 4 p, d IH S7 5 p: $4t. 9 d (largely sugar) 

FRENCH WEST INDIES 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Small— no record available 

II. LONG-TERM OBLIGATIONS ABROAD, 

To' Amount Invest- of Remarks 

ment Data 

By— Guadeloupe $3 1 g A 

Martinique . 2 3 g A 

Total identified . , . . $5 4 


GUATEMALA 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In: Amount Invest- of Remarks 

ment Data 

United States $ 1 t G All p (c) 

II. LONG-TERM OBLIGATIONS ABROAD, 


Sterling lodns held outside U.K 30 
World total . . 1152 


A SO^ marks (gold) 

IH $4 7 Pi $68 2 d 



No further record available. 
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Netherlands. 
United States 
Total identified 


United States. . 


HAITI (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 


. ... $20.2 

HONDURAS AND BRITISH HONDURAS 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 
ment Data 

... $3 t G S2p(allc).$lm 


II. LONG-TERM OBLIGATIONS ABROAD, 


Toi 

United Kingdom 
By— British Honduras S 2 

Honduras . . . . 15 

Total ... . J17 

United States .. . ... 38.3 

Country not specified 4 

World total .. ... $59,3 


II 

J Held in countries other than U. S 


NETHERLANDS WEST INDIES 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In, Amount Invest- of Remarks 

ment Data 

United States ... $ 2 t G .All p (c) 

NG-TERM OBLIGATIONS ABROAD, 

$55 t X All d (largely oil refineries) 

50 t X Based partly on U 

$105 

NICARAGUA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Ini Amount Invest- of Remarks 

United States $ . G Less than $0 5 1 

No further record available. 

II. LONG-TERM OBLIGATIONS ABROAD, 

To 

United Kingdom $ 2 t LA All g 

United States 8.9 d H 

Total identified $10 9 
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PANAMA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

In- 

Amount Invest- _^of Remarks 

United States . ... 

To. 

. .. . $3 t G Allp(c) 

II. LONG-TERM OBLIGATIONS ABROAD, 

France^ 

*1 ‘ ] 

I&ited Kingdom". . . . 


Europe, total 

$ 3 

Canada" 

.... $ 1 t J 

United Stilted'. 


North America, total, 

$49 3 

World total 

" The reported figure 

$52.3 

3 have been scaled down because they included resident foreigners, 


deposits and other snort term 

SALVADOR 

(All value figures are In millions) 

I. LONG-TERM INVESTMENTS ABROAD, 


Type of Source 

In Amount Invest- of Remarks 

ment Bata 

United States $ 2 t G All p (c) 

II. LONG-TERM OBLIGATIONS ABROAD, 

Toi 

United Kingdom ........ $5.5 t LA All p (largely g) 

United States 15.3 p, d IH $4 Ip, $11 2d 

Total identified $20 8 


ARGENTINA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In; Amount Invest- of Remarks 

United States . . $ 9 t G $6 p (all c), $1 d, $2 m 


Par^uay.'. ’ 30 t V Largely m agricultural land, railways, and 

steamship lines {YaleRenim, Autumn 1937, 


Total identified. 
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Netherlands . 

Switzerland. . . 
United Kingdom 


ARGENTINA (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 


$327 d (nrmcipally public util 
$159 d (largely railways) 

All d (principally banking, co 

gj^ls 8 d 

$5 1 g, $42.5 d (principally lit 

i338^g*(mcluding guaranteed 
eluding $1,108 railways) 


.,$3,1! 


BOLIVIA 

(All value figures are m millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In. Amount Invest- of Reir 

ment Data 

United States $ . . G Leas than $0.5 1 

No further record available 

II, LONG-TERM OBLIGATIONS ABROAD, 


Toi 

Belgium 

Germany . . 

Italy 

Netherlands 

Sweden . 
Switzerland 
United Kingdom, 
Yugoslavia. . 
Other Europe. , . 

Europe, total, . 


Chile ., 
fen, 


Asia and Oceania, total. 
World total 


; 1.5 


t$5.2 mining) 

.. - ($5 commercial, $2 real estate) 
IJ d ($1 industrial) 

[$0 7 mining, $0,6 commercial) 
Xii d ($11.6 railways, $10 6 mining) 
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BRAZIL 

(All value figures ai 


n millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- of Remarks 

ment Data 

*5 t G $2 p (all c), $2 d, $1 ra 

II. LONG-TERM OBLIGATIONS ABROAD, 

*61 g,c\. AJ S21g;$40c 

.t) *9.2 or *75 2 g AF 229 gold francs at 4^ (] 


*1,220.2-1- or $1,286 2-1- 


Largely sterling securities 
*600 p (including *360 g), *200 d 
Gold francs included at 4|i or 32 8 


Sterling sec 
side U K, 

World tol 


CJmted States 

Bolivia ... 

Total identified , 


United Kingdorr 
Yugoslavia , 
Europe, total . 


Gold francs included at 4|!, or 32 8 


CHILE 

(All value figures ai 


n millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


Amoun t Invest- 


*8 p (all c)! *8 d; *2 m 


II. LONG-TERM OBLIGATIONS ABROAD, 

02 J } AUd 

17.2 t ABJ *7 6g!t9.6d($6.1inining;S3.3 c 


LKJA 


y ' 

$19 7 d (116.2 commerce a 
Alld 
Alld 

All d ($7 7 commerce and i 
$5 g, $0 2 d 

Alld ($6.9 commerce and i 
Alld 

.$12 6 g; $1 S d (commerce 
$110 g (including 
(including $160 i 
All d ($5.6 commci 


rails), $300 d 
ttcu m London) 
industry) 


United States 
North Arne: 


. . 612 2 
$ 613.8 


.. ...$1,288 
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COLOMBIA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 


Germany 

Italy .. 
Netherlands. . 

Switzerland 
United Kingdom” 


II. LONG-TERM OBLIGATIONS ABROAD, 

.. , S 6.9 t J mp,* 0 . 8 d 

. ... 3.6 t FJ $29g!$0Td 


*15 9 Pi *26 6 d 


*128 3 p;*in6d 


'urnal gives a total o/ £ 5 , 800,000 (zp million dollars) for the U K 

ECUADOR 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- of Rema 

ment Data 

*1 t G Allp(c) 

II. LONG-TERM OBLIGATIONS ABROAD, 


Franco (gold franc debt) 


9.1 gold francs at H (paper value) 01 
32.Si (gold value). Government 
Ecuador disclaims. 

At least one oil company 


United States . 

Sterling securities 
side U.K 


..*28 3+ or *30.94- 


United States. . , 


GUIANAS (BRITISH, FRENCH, AND DUTCH) 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- of Remarks 

ment Data 
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GUIANAS (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD, 


(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 


11. LONG-TERM OBLIGATIONS ABROAD, 


Largely in agricultural land, railways, t 


PERU 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 


II. LONG-TERM OBLIGATIONS ABROAD, 


World total, . , . 
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URUGUAY 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 


United States. 
No further r 


United ^ingdoi 


4 . . . G Less than 40.S t 

:ord available. 

II. LONG-TERM OBLIGATIONS ABROAD, 

2 4 t VAJ About 45 5 g 


4184.8 


aj 


p, d IH 436.2 p; 410.9 d 


VENEZUELA 

(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 

■^e of Source 


II. LONG-TERM OBLIGATIONS ABROAD, 


United States. . . . 
Sterling securities hi 




Probably greatly understated 


AUSTRALIA 

(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


ment Data 


Malaga, BrWsh ^ 

World total i~2S4+ 


Held by the Australian Governmer 
Issue Department 

411 P (all c), 41 d; 46 m 
Some d (including a gold mine) 
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AUSTRAUA (Continued) 

11. LONG-TERM OBLIGATIONS ABROAD, 


United Kingdom. . . 
United States, , 
Countiy not identidi 


Difference between total reported by Austra- 
lian Government and total identified above 

Part may be held in Australia 


CHINA (INCLUDING MANCHURIA) 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD. 

Type of Source 

, T gf 

Data 


Amount 1 


Asia and Oceania, total 

World total, 


Assuming same amount in Europe 
Uniteil States 

«53p(allc):$5d 


d. Chinese companies produced 47 


II. LONG-TERM OBLIGATIONS ABROAD, 


Belgium . , 

Germany . . 

Italy . , 

Netherlands . , , 
SwedeOnNorway, D 
United &ngdom 

Europe, total . . 

U.SSR 

United States, . 
Japan 


,33 7 railways), $24 d 

... „ ,of this $12 6 railways), S5S d 
$86 g (of this $S4 6 railways ; $44 d 
Alld 

$31 4 g (all railways),' $3 8 d 
$278 g (of this $66 railways)! $563 d 

$10.9 gi $36.6 d 

$139 p (including $11.6 railways)! $91 d 
Kwantung teased Territory is included ir 


World total. . . 


.$2,557 
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In 

United Kingdom 
United States , . , 


INDIA, BURMA, AND CEYLON 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD. 

Type of Source 

Amount Invest- of Remt 

meat Data 

.. $ . 


.... 12 t G $11 p (all c), $1 d All 

II. LONG-TERM OBLIGATIONS ABROAD, 


Inlia”. ! 2,n 


o 




Total to United Kingdom . $3,050 

United States ^8.8 d H 

China » t 0 

World total $3,113 


Practically all d 

$1,525 g (including $302 
teed rails and railway i 
Based on K and Load 
Mar. 24, 1943 


All in India 
All dj all in Burma 


INDO-CHINA AND NEW CALBI^ONIA 
(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 


In 

United States, . 

No further record 

To; 


Type of Source 

Amount Invest- ^of Remarks 

, . , $ . G Less than $0 5 1 

available 

11. LONG-TERM OBLIGATIONS ABROAD, 


Total. 
United States . 


$393 6 
3 3 
80 


BNO $162 g (including guaranteed rails)! $229 d 
A Also some in nickel mining 


O Includes Slam 

0 Alld,allinIndo-China 
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(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 


II. LONG-TERM OBLIGATIONS ABROAD, 


Part of Royal Dutch-Shell Investment in 
Angto-Iranian Oil Based on Standard Cor 
poration Records 

$S g; $110 d (Anglo-lraman oil. British gov- 


IRAQ, PALESTINE, AND SYRIA 
(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 


Type of Source 
Amount Invest- of 
meat Data 


$4 p (all c), n m. All held In Palestine. In 
addition, Iraq and Syria each held less than 


II. LONG-TERM OBLIGATIONS ABROAD, 


Baaed on J, H, A, and Eanomist, May 1931, 


“ Iraq, Palestine, Syna (and Lebanon) have retired their quotd^of the old Ottoqlln debt. 
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JAPAN 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

I A t Source ^ ^ 

ment Data 


U.S S.R $ S d — Oil and coaim North Sakhalin Foreign Policy 

Association Information Service, Oct, IS, 
1930, p. 389 


United States $ 48 t G *6 p, *41 d; *1 m 



South America, total. . . $ 11 


China $1,060 

Malaya, British , . 28 

Netherlands East Indies . 12 

Philippine Islands . . 28 

Asia and Oceania, total . . $1,128 
World total $1,230 


CJ 


xo 

o 

o 


China includes Manchuria 
Leased Territory 
Alld 


Alld 


Alld 


and Kwantung 


II. LONG-TERM OBLIGATIONS ABROAD, 

To' 

France ... $ 18.8 g A 

Netherlands . . 

United Kingdom. . . . 250 t KY $210 g 

Europe, total ... . $ 268 8+ 

United States.. 1S5.3 p, d IH $117 6 p; $37 7 d 

Country not identified . . . 110 p XJ Largely g (mcluding guaranteed) Based on 

estimate that $457 of Japanese foreign- 

currency bonds vtere held by foreigners 

World total $ 534 


In' 


MALAYA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- of Remarks 

ment Dat" 

... . $ 1 t G 


United States 


Allpfc) 
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MALAYA (Continued) 

II LONG-TERM OBLIGATIONS ABROAD, 


Australia. 

China 

Japan 


Asia and Oceania, total . 


$228-1- 

$696+ 


Some d (including a gold m 
All d. Chinese companies pr 
of Malayan tin 


NETHERLANDS EAST INDIES 
(All value figures are in millions) 

1. LONG-TERM INVESTMENTS ABROAD, 

^ ’pro of Source ^ 

ment Data 

$ 7 t G All p (c) 


II. LONG-TERM OBLIGATIONS ABROAD, 


To; 


Netherlands . . 
United Kingdom 
Europe, total. 
United States 



0 Alld 

XO $650 p, $1,250 d Items and 

do not agree 
0 Practically all d 


H 



Asia and Oceania, total . . $ 162 
World total . .. $2,378 


NEW ZEALAND 
(All value figures are in millions) 

I LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In Amount Invest- of Remai 

ment Data 

United States $ 4 t G $1 p (c), $3 d, $1 m 

II LONG-TERM OBLIGATIONS ABROAD, 

To; 

United Kingdom . . $685 t K $610 g 

United States 22.6 d H 

Australia ... 12 4 g D 

$720.0 


Total identified 



ASIA AND OCEANIA 


In. 

United States. . 


To- 

United Kingdom. . 
United States. . 

China ... 

Japan. ... ^ 

Asia, total 
Total identified 


PHILIPPINE ISLANDS 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Typed Source 

Amount Invest- of Remarks 

ment Data 

.. $ 28 t G S17 p (all c), «10 d, $1 m 

II. LONG-TERM OBLIGATIONS ABROAD, 

, $ 45 t O 

. . . *133 5 p, d IH $42.8 p; $90.7 d 

. $100 t O Alld 

28 t O Alld 



. $306 5 


PORTUGUESE ASIA (TIMOR AND MACAU) 
I. LONG-TERM INVESTMENTS ABROAD, 

Small — no record available 


II. LONG-TERM OBLIGATIONS ABROAD, 

Type of Source 
Millions Invest- of 


SIAM 

(All value figures are m millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


Amount I 


United States .... 

No further record available. 


ment Data 


Less than SO 


To 

United Kingdom 


Total. . 


II. LONG-TERM OBLIGATIONS ABROAD, 

$100 t 0 $15 b: $85 d (.Moody’s Gown 

p I90S) 

. . . ... See Indo-China 

100 t O All d 

. . . . $200-1- 


TURKEY 

(All value figures are in millions) 

I LONG-TERM INVESTMENTS ABROAD, 




Remarks 
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BRITISH AFRICA 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

In; Amount Invest- of Remarks 

ment Bata 

United Kingdom , * 

United States 3 t G t2 P (c), $1 m 

Intra-area investments , , For eaample^ome South African development 

capital in Tanganyika 


AFRICA 


3 +’ 


South Africa anc 
Oblkaltms t 

United Kingdc 


BRITISH AFRICA (Continued) 

II. LONG-TERM OBLIGATIONS ABROAD. 

Rhodesia, 


bUieattans to- 
United Kingdom 
Owed by — 


Total to United Kingdom ! 


Total for British 
For list of CO 


ee footnote, p. 318. 


*75 g (1936 figure) 

*125 g; *85 d (part of *125 investme 
United Africa Co— W, p. 162) 


For example, some South African developmeni 
capital in Tanganyika 


EGYPT (AND SUEZ) 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


Bonds held by Ei 
Securities ’ ’ ' ’ 
Bank 


United States. ... 
Total identified. . . . 


II. LONG-TERM OBLIGATIONS ABROAD, 


Netherlands . 
Switzerland .... 
United Kingdom. 


Banking, railways 

Based on V, Moody's Uhlihes, and on U 
estimate 


Based on Moody's OlMi 

*100 g, $ 

Moody's 


Suezl Eased on V, 


United I 
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FRENCH AFRICA 
(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 


II. LONG-TERM OBLIGATIONS ABROAD, 


AN $128 g, $68 d (corporate isi 


Cameroon, 


$186 g, $87 d (corporate issues 1924-38) 

$9.1 guaranteed rails, $1.9 Fort of Tangier: 
(international) 

See Other French Africa, below 


Other French Africa, 
ObltgakMs to 

Owed by— 
Madagascar and 
^ Somaliland f 


AN $52.4 g, $17 1 d (corporate issues 1924-38) 


ITALIAN EAST AFRICA 
1. LONG-TERM INVESTMENTS ABROAD, 


II. LONG-TERM OBLIGATIONS ABROAD, 

Type of Source 




All d (industrial and commercial) 



AFRICA 


343 


United States . . 
No further rcco 


United States. 


UBERIA 

(All value figures are in millions) 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Amount Invest- of Remarks 

ment Data 

. G Less than $0 5 1 

d available. 

II. LONG-TERM OBLIGATIONS ABROAD, 


S 12 


IX 


$1 0 p, about SIO d 
m/'me'n/s7l01Shp 


Based partly or 
ake in Internati 
286-87 


PORTUGUESE AFRICA 
(All value figures are in millions) 

I, LONG-TERM INVESTMENTS ABROAD, 


II. LONG-TERM OBLIGATIONS ABROAD, 

Type of .Source 

Amount Invest- of Ren 

ment Data 


Angola, 

OhhealMiK lo 
Portugal 
United Kingdom 
United States. . . 
Total. 


$17 6 g; $18 d (including railway shares held 
by Portuguese Government) 

$62 Bengucla Railway (See Mtitidv's Rail- 
roads, 1933) 

tncludes .some in other Portuguese Africa 


Unitel Kir 


$1 g, $33 railways 

All m Beira Railway (Moody’s Railroads, 1931) 
Some additional in two other railways (See 


Cape Verde and Guine 
Ubtisatwiis la 
Portugal 


SPANISH AFRICA 

I. LONG-TERM INVESTMENTS ABROAD, 

Type of Source 

Millions Invest- of Remi 

ment Data 

$1 t G Allp(c) 

II. LONG-TERM OBLIGATIONS ABROAD, 
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GEOGRAPHIC DISTRIBUTION OF SOME 
BRITISH BALANCE SHEET ITEMS 

Chapter IV, pages S'j-Ss, has presented in summary form an 
analysis of the changes in the international debt and investment 
balance sheet of Britain during and since World War II. This 
involved a consideration of the way the balance sheet has been 
affected by the accumulation of sterling balances and by foreign 
repatriations of investments held in Britain. The detailed data basic 
for this discussion are presented in the three tables that make up this 
appendix. 

An estimate showing the geographic distribution of the sterling 
balances on the latest date for which figures were available was pub- 
lished by the London Economist early in 1947, and later figures for 
a few countries are now available. These estimates are given in the 
first table, with footnotes showing the dates to which they apply, and 
the sources from which they are quoted. 

In the second table, repatriations are compared with the estimated 
amount of British investments in the respective countries in 1938. 
While many of these repatriation figures were reported in 1945 or 
earlier, the total given here agrees closely with the total reported by 
the Chancellor of the Exchequer for the close of 1946 (allowiance 
being made for Argentine repatriations in 1947). 

In the third table, short-term debts represented by the sterling 
balances are compared with the 1938 long-term investments of Britain 
after adjustments were made for known repatriations. A geographic 
breakdown of new loans and investments is not available. 
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1. Sterlikg Balances, 1947* 
(Estimates are in millions) 


Empire Countries 

Amount 

Foreign Countries 

Amount 

Australia 

£ ISO” 

Belgium. . . 

£ 2S§ 


19r 


Eire. . . .... 


2 S§ 

New Zealand ... 

1,217* 

91* 

Italy 

Netherlands 

26<‘ 

13§ 

South Africa and Rhodesia. 

23t 

Norway . 

40” 


61* 

Portugal . .... 

79t 

Ceylon 

Hong Kong. ... 

Malaya 

Palestine and Transjordan 



33* 

Other Europe . . 


116* 

Argentina. . 

Brazil 

Uruguay 

'! 65' 

17* 

East Africa 

81* 

West Africa , 

91* 

Other South America . 

St 

Other British Africa .... 

37 * 





23 t 

Trinidad ... 

19* 

Egypt and Sudan 

470§ 

British West Indies and Ber- 


Iceland 

17t 

muda 

40* 

Iraq 

1001 




22 t 

Other British countries . 

87* 

Siam 

13t 



All other ... 

St 

Total 

£2,333 




Total 

. £ 970 



World Total. .. . 

£3,30? 


“Figures are from Ths Economist, Feb. i, I947i P- 204, unless otherwise noted, and 
apply to the following dates: § December 1946; * September 1946; t July 1946; f June 


1945. 

>> Australia’s sterling balance stood at 175 million pounds until reduced by a 15 million 
pound gift to Britain, The Economist, 1947-May 5, p. 688, May 17, p. 771. 

“ France was a short-term debtor to Britain. 

d Figure for Italy, from The Economist, Apr. j, 1947, represents net holdings at that 
time. 

“ Unpublished estimate for Norway (April 1947); Sweden (July 1947). 

' Figure for Brazil is from The Economist, Mar. 15, 1947, p. 391. 

e Figure for Uruguay is from The Economist, Inly 06, 1547, p. 168. Uruguay was planning 
to use most of this balance for the repatriation of British-owned railways, utilities, and 
public debt. 
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2. Repatriation of British Long-Term Overseas Invesimenis, 1939-47 
(Figures are in millions) 


British 

Empire Countries 

1938“ 

Off- 

Repatria- 

1939-47'’ 

British 

Foreign Countries 

1938“ 

Off- 

setting 

Repatria- 

1939-471’ 

India 

£ S45 

£ 332“ 

Argentina 

£ 390 

£ 247'! 


537 

225“ 

Uruguay 

34 

14 

South Africa and 



Other South America 299 

57 

Rhodesia 

254 

125' 


346 

14 

Australia . . , 

530 

s+* 

Egypt and Suez . 

41 

12+“ 

All other 

452 

101 

United States . 

549 

203? 




All other 

605 

5 

Total .. .. 

£2,318 

£ 788 







Total 

. £2,264 

£ 552 




World Total . 

£4,582 

£1,340 


“■ Based on appendix table, pp 317-19. 

Based on Statistical Matetial Presented During the Washington Negotiations (Cmd. 
670'^. App, 3. Most of the figures from this source aie for June 1943. 

' The total for India, Burma, and the Middle East, according to Cmd 6707, was 347 
million pounds. The figure of 334 millions for India alone is for the end of 1943; see Donald 
F. Heatherington, “Sterling Balances and Britain’s External Debt,” Ft i. Foreign Com- 
meice Weekly, Oct. a8, 1944, P* 4°* The figure for Egypt and Suez, also from Heathering- 
ton, IS for the same date. 

4 Including the sale of Argentine railway systems (for 150 million pounds) previously 
valued at 250_mlllion pounds, of which about 22a millions were held in Britain 
“ The Dominion Bureau of Statistics put the British investment in Canada at the close 
of 1945 at 1,766 million dollars, or 438 million pounds sterling. The Canadian Balance of 
International Payments, Preliminary Statement, 1946^ p. 44. 

‘ The figures for South Africa and Australia are given by Heatherington (cited above) 
for end of 1943 and by early 1947 probably had increased. Cmd. 6707 gives 201 million 
pounds as the total repatriated by Australia, New Zealand, South Africa, and Eire, the 
greater port of which must have been by Australia and South Africa, 

« The figure for the United States excludes collateral for the RFC loan. 
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3. British Long-Term Investments and Short-Term Oblioations^ 1947 
(Mid-year figures, m millions) 


Empire Countries 

British 

Invest- 

^947^ 

Sterling 

Balances 

1947 

Foieign Countries 

British 

Invest- 

1947” 

Sterling 

Balances 

1947 

Australia , 

£ 525 

£ 150 

Argentina. . . 

£ 143 

£ ~ 


aiah 


Uruguay . . 

20 

17 



191 

Other South America 

242 

70 


213 

1,217 





137 

91 

Portugal . ... 

30 

79 

South Africa and 



Other Europe . . . 

302 

154 


129 

23 







Egypt and Anglo- 



Palestine and 



1 'gyp 



Transjordan . . 

4 

116 

United States 

346 

— 




All other 

600 

180 

East Africa 

31 

81 

New private invest- 



West Africa 

42 

91 

ments, 1945, 1946 . 

6 


Other British Africa . 

33 

37 







Total 

£1,718 

£ 970 

Other British countries 

121 

251 







Grand total . . 

£3,345 

£3,303 

Deduct repatriations 






not identified . . 

-101 


Government loans and 



New private invest- 



investments” 

666 


ments, 1945, 1946, 

97 








World total. 

£4,011 

£3,303 

Tot.il . . . . 

£1,627 

£2,333 


— 

— 


— 

— 





* Based on table, p. 346. 

^ Sec note “, p. 34b. 

0 Including paid-up subscriptions 


wti 

Bretton Woods Institutions. 
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Foreign Loans and Credits of the 
U. S. Government, December 31, 1947’* 
(in millions of dollars) 



Total, Active 
Loans and 
Credits 

Loans of Export- 
Import Bank, and 
other Agencies 

Lend-Lease and 
Surplus Property 

Country 

Amount 

Out- 

standing 

Author- 

ized 

but Not 
Utilized 

Amount 

Out- 

standing 

Author- 

ized 

but Not 
Utilized 

Amount 

Out- 

standing 

Author- 
ized 
but Not 
Utilized 

Latin America: 







Argentina , , 


0.2 


0 2 


— 

Bolivia ... 

17 7 

3 9 

15.6 

3.9 

2.1 


Brazil 

106 8 

35 3 

91 8 

32 2 

15.0 

3.1 

Chile 

19.4 

43 6 

19.0 

43 6 

0.4 


Colombia. , 

19 4 

14.7 

18 6 

14 7 

0 8 

— 

Costa Rica 

6 8 

_ 

6.7 

_ 

0.1 

_ 

Cuba . . 

38.8 

7 3 

11 9 

7 3 

26 9 


Dominican Republic 

1 3 


1.3 




Ecuador 

7.4 

11 3 

7 0 

11.1 

0.4 

0 2 

Haiti 

6 7 

0.3 

6.7 

— 

— 

0 3 

Honduras 

0.7 

0.3 

0.6 

__ 

0 1 

0.3 

Mexico. . ... 

66 3 

66.7 

62 4 

66 7 

3.9 


Nicaragua 

2.3 


2.2 


0 1 


Panama 

0 1 




0 1 


Paraguay 

4 8 

— 

4.8 

— 

— 

— 

Peru 

5 5 

0 1 

0 4 

_ 

S.l 

0.1 

Salvador 

1 2 


1.2 




Uruguay 

12.2 

2.0 

12 1 

2 0 

0 1 


Venezuela 

1 9 


1.9 




Unclassified 

49 3 

60 1 

0.1 

25.0 

49 2 

35 1 

Total 

368 6 

245.8 

264 3 

206.7 

104 3 

39 1 

Europe; 







Austria 

5.2 

28 7 


14 3 

5 2 

14 4 

Belgium 

145 3 

50.0 

97.2 

50.0 

48.1 


Czechoslovakia 

29.7 


21 9 


7 8 


Denmark . 

15.5 

14.5 

15.0 

5.0 

0 5 

9 5 

Finland 

93.5 

38.7 

78.0 

19 0 

15.5 

19.7 

France 

1,868.1 

98.0 

1,138 9 

38 0 

729.2 

60 0 

Germany 

38 0 

14.4 

4.6 

14.4 

33.4 



94.5 

23 8 

9.8 

IS 2 

84.7 

8 6 

Hungary . . 

16 3 




16.3 


Italy 

237.4 

120.1 

18 0 

102 0 

219 4 

18.1 

Netherlands 

260.7 

42.4 

192.8 

0.1 

67.9 

42.3 

Norway 

31.0 

59 8 

10 0 

40 0 

21 0 

19 8 

Poland. . . . 

60 0 

33 0 

28 9 

14.4 

31 1 

18 6 

Portugal . 

United Kingdom . . 
Cotton credit, not 







4,268.9 

335.0 

3,627 6 

335 0 

641 3 


allocated 

— 

24.4 

- 

24 4 

- 

- 

Total . . 

7,164.1 

882.8 

5,242 7 

671 8 

1,921 4 

211 0 
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Foreign Loans and Credits of the 
U. S. Government (Continued) 
(In millions of dollais) 



Total, 'Active 
Loans and 
Credits 

Loans of Export- 
Import Bank, and 
other Agencies 

Lend-Lease and 
Surplus Property 

Country 

Amount 

Out 

standing 

Author- 

ized 

but Not 
Utilized 

Amount 

Out- 

standing 

Author- 

ized 

but Not 
Utilized 

Amount 

Out- 

standing 

Author- 

ized 

but Not 
Utilized 

Other British 

Commonwealth: 
Australia, . 

7.0 




7 0 


British East Africa . 

0.1 





0 1 



British Honduras . 

0 4 


0 4 





5.0 




5 0 


Canada 

5 0 

300 0 

5 0 

300.0 



Vdnffia 

10 0 




10 0 


Newfoundland and 
Labrador , , . 

1 4 

_ 

1.4 

_ 



New Zealand 

4 4 

1.1 



4 4 

1 1 

Union of South Africa 

1.5 

- 

- 

— 

1.5 

- 

Total 

34 8 

301 1 

6.8 

300,0 

28 0 

1 1 

U.S.S.R 

216.1 

25 5 

- 

- 

216 1 

25.5 

Asia:^ 







China 

213.8 

45.5 

79.8 

28 2 

134 0 

17,3 


7 8 

25 0 



7.8 

25.0 

Iraq ... 

0 5 




O.S 


japan . . . 

79 6 

6 1 

69 3 

1.1 

10.3 

5 0 

15.2 

9.8 

— 

— 

15 2 

9.8 

Lebanon . ... 

1.7 

3.0 

_ 

_ 

1.7 

3 0 

Netherlands Indies 

65.3 

146 7 


100.0 

65.3 

46.7 

Philippines 

Saudi Arabia 

65.0 

10.0 

60 0 


5 0 

10.0 

12.0 

15 0 

10 0 

15 0 

2.0 


Siam 

5.1 

4.9 

— 

— 

5.1 

4 9 

Turkey 

11.8 

38 8 

2.1 

33.7 

9 7 

5.1 

Total . . 

477 8 

304.8 

221.2 

178 0 

256.6 

126,8 

Africa: 







Egypt ^ 

8 3 

5.6 


5.6 

8,3 


Ethiopia , . 

1 0 

2.5 

0 6 

2 5 

0 4 


Liberia 

11.6 

7.7 

— 

— 

11.6 

7,7 

Total . ... 

20 9 

15.8 

0.6 

8 1 

20 3 

7.7 

Miscellaneous ... 

0 1 

3 4 

0.1 

3.4 

- 

- 

Grand Total. j 

8,282 4 

1,779.2 

5,735.7 

1,368.0 

2,546.7 

411 2 


“ Compiled from U. S. Department of Commerce, Clearing Office for Foreign Trans- 
actions, Foreign Transactions of the U. S. Govemmenty Foreign Credits, December 31, 1947 
{Apr. 1, Export-Import Bank of JFashtngton, July-December, ip47). 

Including advances to foreign governments (outstanding, 261.2 million dollars; 
authorized but not utilized, 14.6); and commodity programs (outstanding 102.7 niillion 
dollars; authorized but not utilized, i i). 
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